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MY MOTHER 




PEEFACE 


Concentration forces in the banking field have taken such 
definite shape that it is now possible to appraise them with 
some degree of accuracy. These forces in the form of group 
banking, consolidations, and branch banking are attracting in- 
creased attention on the part of the public and the banking 
profession. It is doubtful if they can be considered as purely 
temporary, probably to be surmounted by a revamped unit 
system. From a contemporary viewpoint, therefore, it would 
appear that the advisability and method of concentration are 
the outstanding problems facing the banking profession. 

Thus far no comprehensive analysis has been offered which 
would facilitate a thorough understanding of these forces and 
of their possible influence on the banking structure of the 
future. This volume, it is believed, will aid in the understand- 
ing of the factors underlying the movement. It has been 
written not only with the intent of satisfying general readers 
wishing a broad view of the scope, purpose, and methods of 
banking concentration, but also for the practical guidance of 
depositors and investors, as well as organizers and managers 
of the various institutions participating in the banking con- 
centration movement. 

Perhaps the most important controversy in the concentra- 
tion movement is in connection with chain and group banking. 
It is the activity of chain and group organizations particularly 
which has aroused the greatest apprehension as well as in- 
terest and constitutes the main object of this study. No com- 
pact body of available data devoting particular attention to 
these, organizations is now available. A major proportion of 
the material of this study, therefore, has been compiled and 
arranged in order to indicate the actual functioning of chain 
and group banking systems as well as determine the advan- 
tages and disadvantages of these organizations. 

The writer desires to express his gratitude to those who 
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have rendered assistance. He wishes to make special mention 
of his obligation to Professor Walter E. Spahr of New York 
University for a careful reading of the manuscript and for 
many valuable suggestions. He also wishes to make special 
acknowledgment of his indebtedness to Mr. Park Rowley of 
the Bank of Manhattan Trust Company; to Mr. John E. 
Rovensky of the Bank of America; to Mr. E. L. Smead, Chief 
of the Division of Bank Operations, Federal Reserve Board; to 
Professor Major B. Foster of New York University; to Mr. 
Charles W. Collins, formerly Deputy Comptroller of the Cur- 
rency; and to Professor James D. Magee of New York Uni- 
versity. To Mr. 0. M. W. Sprague, of the Bank of England, 
and formerly of the Graduate School of Business Administra- 
tion, Harvard University, the writer is indebted for his early 
instruction in banking principles. The writer is also indebted 
to his wife, June, for her assistance and encouragement in 
bringing the work to completion. 

Gaines Thomson Cartinhour 


New York City, 
March, 1931. 



CONTENTS 


CHAPTER PAOB 

I The Effect of Contemporary Economic Forces on Banking in 
Small Cities and Towns 

New movements in American banking 1 

Scale of production in terms of wage earners, horse power and 

value of products per establishment 3 

Income tax records 5 

Mergers and consolidations 6 

Chain stores and mail order business 7 

New relation between city and rural districts 10 

Movement of population from rural communities 11 

Growth of American business, 1904-1930 13 

Adjustment of banking system as a whole to growth of business 14 

II Bank Suspensions and Their Significance 

Statistical survey of suspensions indicative of status of unit 

system 18 

Number and location 18 

Suspensions in the Federal Reserve System 23 

Relation of capitalization, size of town or city, and suspensions 25 

Excessive number of banking institutions 28 

Agricultural conditions as a contributing factor to bank 

difficulties 30 

Effect of enforced liquidation in country banks on borrowers 
and depositors 31 


III The Earning Power of Small Banking Institutions 

Position taken by the Comptroller of the Currency .... 34 

Relation of net additions to profits and capital and surplus for 
national banks 35 

Federal reserve bank surveys 38 

Analysis of earnings and expenses in Chicago Federal reserve 
district 38 

Relation of earnings and expenses to loans and investments of 
member banks in the New York Federal reserve district . . 40 

Earnings and expenses of member banks in the San Francisco 
Federal reserve district 42 

Ratio of net profits to invested capital of Illinois banks ... 42 

Relation of net earnings and net profits and loans and invest- 
ments of Iowa banks 43 

Net earnings to invested capital in Michigan institutions . . 44 

Ratio of net profits to loans and investments of Indiana banks 45 


IX 



X 


CONTENTS 


OHAPTBR 

Relation of net earnings and loans and investments of Wis- 
consin institutions 46 

The problem of service charges 48 

Higher standards of management 49 

IV Chain and Group Banking 

Introduction 

Particular difficulties with relation to chain and group phase of 

seismic banking evolution 62 

Chain and group banking 54 

Branch banking 59 

Bancorporation 60 

Legal limitations 60 

Investment trust 62 

V Types op Chain and Group Systems 

Principal types of banking chains and groups 64 

Individual stock ownership 64 

Bank holding corporation or bancorporation 67 

Bases of exchange of stock 71 

Degree of holding corporation stock ownership 74 

Control exercised by a particular bank 74 

Insurance companies 77 

Investment corporations 78 

Investment trusts 79 

Investment banking institutions 80 

Trust estate method 80 

Fiscal agent method 80 

VI History op Chain and Group Banking in the United States 

Origin and early development 82 

Chain banking in the Northwest prior to 1890 82 

Use of chain banking in the Northwest after 1890 83 

Early chains in the Pacific Northwest 83 

Origin of chain systems in the South 84 

Chain banking in New York City in 1907 87 

Early chain systems in Wisconsin 88 

Disadvantages of chain banking 89 

Early development of bank holding corporations 90 

Extent of development of chain and group banking by 1925 . 93 

Origin of the contemporary bank holding corporation movement 

secrecy 95 

First notice by Federal Reserve Board 98 

VII History op Chain and Group Banking in the United States 
{Continued) 

Survey of the Marine Bancorporation 99 

Survey of the Economic Policy Commission, American Bankers 
Association, October, 1929 99 



CONTENTS 


XI 


CHAPTER PAOB 

Comparison of groups and chains 102 

Attitude of the American Bankers Association 104 

Federal Reserve Board statistics 104 

Number and loans and investments, in the aggregate, of chains 

and groups by January, 1930 106 

Number and loans and investments of chains and groups by 

State, June, 1929— January, 1930 107 

Area of chain and group banking 108 

Size and type of banking chains and groups 110 

Chains and groups with loans and investments in excess of 

$50,000,000 113 

Survey of the Economic Policy Commission, American Bankers 
Association, May, 1930 115 


VIII Factors Responsible for the Development op Group Banking 


Circumvent restrictive branch banking statutes 120 

Competition among bank holding corporations 127 

Group banking and regional independence 130 

The desire for profits and position 132 

IX Transamerica Corporation 

Origin 134 

Formation of the Bank of Italy 134 

Growth of the Bank of Italy 135 

Formation of the Bancitaly Corporation 136 

Development of the Bancitaly Corporation 137 

Organization of the Transamerica Corporation 139 

Holdings of Transamerica Corporation, December 31, 1928 . . 140 

Bank of America of California 141 

Formation of the Bancamerica-Blair Corporation 142 

Extent of corporate powers 143 

Corporate structure of the corporation, June 30, 1930 .... 144 

Bank of America National Trust and Savings Association . . 144 

Acquisitions in 1930 147 

Simplification of the corporate structure 148 

Earnings 148 

Balance sheet 161 

Dividends 152 

Rights 152 

Market price and yield 153 

Some conclusions 164 

X Accounting Aspects op the Bank Holding Corporation 
S ignificant balance sheet problems with relation to the capital 

stock and investment accounts .... 155 

Outstanding income statement problems 158 

Financial statements of bank holding corporations 159 

Bank Holding Corporation 160 



XU CONTENTS 

OHAPTBR FAQ* 

Bank Holding Corporation “B” 162 

Bank Holding Corporation “C” 163 

Bank Holding Corporation “D” 164 

Bank Holding Corporation 165 

Bank Holding Corporation “Y” 166 

Bank Holding Corporation “Z*' 167 

Justification for contemporary practices 168 

Summary of recommended accounting policies for bank hold- 
ing corporations 170 

XI Federal Legislation 

The problem of Federal supervision 171 

The Commerce Clause of the Constitution 172 

Federal taxing power 173 

Clayton Act and interlocking directorates 175 

Shareholdings by national banks 177 

XII Federal Legislation {Continued) 

Implied powers clause of the Constitution 180 

The Currency Clause 181 

Nature of a banking corporation 182 

Present state of control 183 

Authority of State and Federal governments 184 

Jurisdiction over bank stockholders 186 

Extension of Federal supervision to railroad holding corpora- 
tions 187 

Proposed Federal legislation 189 

McFadden Bill 189 

Goldsborough Bill 190 

Strong Bill 191 

Beedy Bill 191 

Adaptability of proposed legislation 191 

Desirable features to incorporate in proposed bill 192 

XIII State Legislation 

Origin 195 

States prohibiting purchase of bank stocks by banks and trust 

companies 196 

States permitting purchase of bank stocks 197 

States having no specific provisions 199 

Effectiveness of laws 199 

State laws regarding ownership of bank stock by holding cor- 
porations .199 

Wisconsin 200 

New Jersey 201 

Minnesota 202 

Michigan 204 

West Virginia 205 



CONTENTS xiii 

CHAPTER PAGE 

Massachusetts 206 

Oklahoma 206 

Texas 207 

Oregon 208 

Pennsylvania 209 

New Mexico 209 

Arizona 210 

Illinois 210 

Iowa 211 

Kentucky 211 

Louisiana 212 

Vermont 212 

Washington 212 

Legality of the bank holding corporation in Nebraska . . 213 

Conclusions regarding State legislation 214 

XIV The Advantages op Group Banking 

A. Advantages to affiliated banks. Retention of personnel . . 216 

Centralized administration 218 

Line of credit 218 

Centralization of reserves 219 

Investment policy , . . . . 221 

Security distribution 222 

Fiduciary services 226 

XV Advantages of Group Banking (Continued) 

Advantages to affiliated banks (Continued). Economy of op- 
eration 228 

Concentrated purchasing power 229 

Advertising 230 

Uniform accounting methods 231 

Insurance and bonding 231 

Consolidated reports 232 

B. Advantages to the community 232 

C. Advantages to stockholders 238 

Safety of investment 239 

Marketability 239 

Earnings 240 

XVI Disadvantages op Group Banking 

Supervision and examination 241 

* Inflexibility 242 

Assistance and reciprocity not obligatory 243 

Suspensions of chain and group banks 244 

Double liability obligation and the bank holding corporation . 246 

Inexperienced or dishonest management 248 

Relation of group banking and speculation 250 



XIV 


CONTENTS 


CHAPTEB 

Arbitrary values on financial statements 263 

Conclusion 254 

XVII Bank Consolidations in the United States 

Consolidations and the concentration movement 256 

Clarification of terminology 257 

Early bank mergers in Italy and Scotland 257 

Bank mergers prior to 1915 258 

Mergers in the Federal Reserve System, 1915-1930 .... 260 

New York banks 262 

Procedure for effecting consolidations 263 

Reasons for consolidations and mergers 265 

Line of credit 265 

Sale and distribution of securities 267 

Trust business 268 

Acquisition of established branches 270 

Foreign trade 270 

Profits 271 

Movement into position for group and branch banking . . . 273 

Personal motives 273 

Safety 274 

Summary 274 

XVIII The Development op Branch Banking in the United States 

Introduction 276 

Terminology 277 

Types of branches 277 

The early period of branch banking, 1791-1863 277 

Branch banking in the national banking system 1863-1926 . . 279 

Branch banking in the State banking systems, 1863-1926 . . . 281 

The McFadden Amendment to the National Bank Act . . . 283 

Development from February, 1927, to June, 1930 289 

Principal branch banking States 292 

Principal branch banking cities 294 

Loans and investments of branch bank systems 296 

XIX The Branch Banking Problem 

The chief considerations involved 298 

Trade area branch banking 298 

Branch banking without territorial limitations 300 

A. Safety 302 

Agricultural areas * . 303 

Comparison with foreign countries 304 

Canada 304 

England 305 

Australia 306 

Failures of American branch systems 306 



CONTENTS XV 

CHAPTER fAO® 

B. Mobility of capital 309 

Diversification of risk 309 

Uniformity of interest rates 311 

Reduction of reserves 313 

Clearing of notes 314 

XX The Branch Banking Problem {Continued) 

C. Availability of credits 315 

Loaning policy 316 

Branch managers 318 

Monopoly 319 

Investment and trust services 319 

Profits 321 

The problem of examination 322 

Effect of branch banking on the Federal Reserve System . . 324 

National banking system 325 

Rediscounting 326 

Effect on unit banking 326 

Effect on group banking 327 

Conclusion 327 

Bibliography 331 

Index 341 




TABLES 


TABLB 

I 


II 

III 

IV 
V 

VI 

VII 

VIII 

IX 

X 

XI 

XII 

XIII 


XIV 

XV 

XVI 

XVII 

XVIII 

xix 

XX 

XXI 

XXII 


Number op Manufacturing and Printing and Pubushing 
Establishments, Number of Wage Earners, Value of 
Products, and Horse Power, 1914 to 1929 

Average Size of All Establishments Reported in the Cen- 
sus OF Manufacturers for the Years 1914-1929 . . . 

Indexes op Dollar Sales by Chain Stores and at Whole- 
sale Comparing 1919, 1921, 1928, and 1929 

Growth op American Business 

Number op Bank Failures by States, 1921-1930 .... 

Banks Suspended and Reopened, by Years, 1921-1930 . . 

Bank Suspensions in Selected States During 1930 . . . 

Number and Percentage of Bank Suspensions by States, 

1921-1930 

Number op Bank Suspensions, by Federal Reserve Dis- 
tricts, During 1930 and 1921-1930 

Bank Suspensions, 1921-1930, Classified According to Size 
OP Bank and Size of Centers in Which Located . . . 

Comparison of Number op Banks per 10,000 Population by 
States, June 30, 1919— March 27, 1929 

Per Cent Net Additions to Profits— To Capital and Sur- 
plus 

Ratio op Earnings to Capital Funds op Member Banks 
for Chicago District (Excluding Banks in Chicago) 
FOR 1926 AND 1928 

Ratio op Earnings to Capital Funds op Member Banks 
IN New York Federal Reserve District 

Ratio of Profits to Invested Capital in San Francisco 
Federal Reserve District for 1927 

All Banks in State of Illinois Outside Cook County for 
the Year 1929 

Losses op All Banks in Illinois During 1929 .... 

All Banks in State op Iowa, 1924-1929 

All Banks in State of Michigan for 1928 

All Banks in State of Indiana for 1927 

All Banks in State of Wisconsin for 1927 

Banks Employing Per Item Charges by Geographical 

Divisions, December 31, 1929 

xvii 


pAea 

3 

4 

9 

13 

20 

21 

22 

22 

24 

27 

29 

37 

39 

41 

42 

43 

43 

44 

45 

45 

46 

49 



XVlll 


TABLES 


TABLB PIGB 

XXIII Phincipal Banking Chains, January, 1930 66 

XXIV Principal Bank Holding Corporations in Order op Re- 

sources, January, 1930 69 

XXV Principal Groups Controlled by One Metropolitan Bank 76 

XXVI Banking Chains and Affiliations in the United States 

During the Year 1925 94 

XXVII Extent of Chain and Group Banking by Geographical 

Sections and States, October, 1929 100 

XXVIII Controlling Element in Groups and Chains 103 

XXIX Number and Loans and Investments op Banks Operating 

in Chains or Groups, June, 1929 — January, 1930 . . . 106 

XXX Principal Increase in Chain and Group Banks by States, 

June, 1929— January, 1930 107 

XXXI Chain and Group Banking by States and Classes op 
Banks, Showing Number and Loans and Investments, 
June, 1929— January, 1930 109 

XXXII Principal Chain and Group Banking States, January, 1930 110 

XXXIII Number op Chain and Group Banking Systems in Each 
State Distributed According to Size and Type of Group, 
January, 1930 Ill 

XXXIV Chains and Groups with Loans and Investments in 

Excess of $50,000,000 114 

XXXV Group and Chain Bank Systems, May, 1930 1J6 

XXXVI Number and Loans and Investments op Chain and Group 
Banks Classified on the Basis op Branch Banking 
Laws, January, 1930 — June, 1929 122 


XXXVII Comparison of Chain and Group Banking and All Bank- 
ing ON Basis of Legal Status of Branch Banking . . 124 

XXXVIII Principal Groups in States Which Permit State-Wide or 

Restricted Branch Banking, January, 1930 .... 125 

XXXIX Growth of Capital and Resources of the Bank of Italy 136 
XL Holdings of Transamerica Corporation, December 31, 1928 141 


XLI The Transamerica Corporation, June, 1930 145 

XLIl Size of Banks Belonging to Groups . . . Facing page 234 

XLIII Number of Mergers Affecting Member Banks of the Fed- 
eral Reserve System, 1915-1930 259 

XLIV Growth op Capital, Surplus and Deposits op Metro- 
politan Banks, 1924-1931 267 

XLV Number of Branches op National Banks, 1865-1926 .* . 280 

XLVI State Bank Branches, 1865-1926 282 

XLVII Number op Banks Operating Branches and Number op 

Branches by States, December, 1926 283 

XLVIII Principal Branch Systems 291 



TABLES 


XIX 


TABLE PAGE 

XLIX Banks OPER.\TiNa Domestic Branches by States, June 30, 

1930 293 

L Loans and Investments op All Banks and op Branch and 
Chain and Group Banking Systems by States, Janu- 
ary, 1930 295 

LI Failures op Branch Bank Systems, 1921-1929 .... 296 

CHARTS 

CHART PAGE 

I Extent op Chain and Group Banking in the Uniteid States . 118 

II Bank op Italy Facing 136 

III Bancitaly Corporation Facing 138 

IV Transamerica Corporation, June, 1930 Facing 144 

V The Transamerica Corporation, December 31, 1930 149 

VI Banks Belonging to Groups 234 

VII Bank Mergers in the United States 261 

VIII Number of Branches of Banks in Operation 290 




BRANCH, GROUP AND CHAIN BANKING 




BRANCH, GROUP AND CHAIN BANKING 

CHAPTER I 

THE EFFECT OF CONTEMPORARY ECONOMIC 
FORCES ON BANKING IN SMALL 
CITIES AND TOWNS 

New movements in American banking 

American banking is confronted with new movements 
which will materially affect the future structure of the bank- 
ing system. In recent years, similar alterations have revolu- 
tionized the economic, social, and industrial organization of 
the nation. However unusual the changes may seem, the fact 
must be recognized that the banking system is aligning itself, 
perhaps in a tardy manner, with these developments. After 
all, it is inevitable that the trend toward concentration in 
industry should enfold the banking system in view of their 
close relationship. 

The unit system is being subjected to relentless pressure 
and invasions from all sides. The small town banker realizes 
that he is standing at the cross-roads, confronted with the 
alternative of being submerged or of facing a lingering 
struggle for existence against growing odds. The issue has 
been hastened by the general acknowledgment that legisla- 
tive restraints and the limitations imposed by the recent Mc- 
Fadden amendments not only have failed of their purpose, 
but have served to stimulate irregular forms of banking 
concentration. 

The public has come to accept industrial concentration as 
essential to improve standards of living, wages, and produc- 
tion, The government itself, following a more liberal inter- 
pretation of the anti-trust laws, has legalized and is fostering 
the consolidation of railroads into strong groups. It is hardly 

1 
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reasonable to expect that banking, in its individualistic and 
isolated sense, can survive against such new elements in eco- 
nomic life. Recognition must be given to the changes that 
have taken place in the last ten years in the business life of 
the community, in the variety of banking services which must 
be rendered, and in the technique of the business itself. 

Throughout the country the concentration movement is 
gaining adherents. As soon as the public discovered an eco- 
nomic advantage in the chain store, it discarded sentiment in 
deference to economic advantage. If the branch of a metro- 
politan bank, with its greater strength and prestige, has an 
economic advantage to offer the small community, the coun- 
try bank will pass. Centralization no longer frightens people 
as it did in the past. The chain store has made an important 
contribution; in a similar manner it is reasonable to expect 
that Statewide, or even interstate branch banking will per- 
form similar services. This movement is bringing a mental 
change in the minds of the people. 

Ever since the dissolution of the Second Bank of the 
United States in 1836 the banking development of this coun- 
try has been along lines radically different from those of every 
other country of financial importance. Sectional feeling and 
the Federal Reserve System have favored the enactment of 
legislation forcing local community banking. Within recent 
years the commercial banking system of this country has 
been trying to organize itself along lines parallel to those 
which have been taken by almost every line of industry in 
this country. 

As a result of centralized production and distribution in 
American industry, the local gas plant, electric plant, ice 
plant, telephone company and many other local enterprises 
have about disappeared. The local drug store, grocery store, 
cigar store, department store appear to be headed in the same 
direction. The local iron worker and carriage maker now ex- 
press themselves through the modern steel companies and the 
automobile industry. Concentration of business into larger and 
larger groups usually takes the form of a strong centralized 
management with branches or ofl&ces scattered throughout a 
large area. While it is difficult to secure exact data to measure 
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definitely these changes, certain concentration data are avail- 
able,^ and must therefore be considered as significant factors 
in the new banking trend.® 

Scale of production in terms of wage earners, horse power 
and value of products per establishment 

The reduction from ten years to five, and then from five 
to two, in the interval between the taking of succeeding cen- 
suses of manufactures affords comparable material concerning 
the scale of production. All census data are given in terms of 
establishments and signify a single plant or factory.® From 
these records, it is possible to measure the trends in size of 
establishments in three ways; by wage earners, by horse 
power, and by value of products per establishment. While the 
following table, compiled from data collected by the Bureau 
of the Census, Department of Commerce, merely shows this 
relationship in the aggregate, it offers an interesting compari- 
son with the average data given in Table II. 

TABLE I 

Number op Manufacturing and Printing and Publishing Establishments, 
Number op Wage Earners, Value op Products, and Horse 
Power, i914 to 1929 ^ 

Number of Number of wage 


Census establish- earners (average Value of Horse 

year ments for the year) products power 

1914 176,468 6,887,677 $23,837,257,989 22,264,343 

1919 214,188 8,997,921 62,000,093,444 29,323,697 

1921 196,098 6,944,315 43,529,574,115 » 

1923 196,182 8,776,646 60,529,565,920 33,092,222 

1925 187,224 8,381,511 62,668,259,591 35,766,944 

1927 191,866 8,349,755 62,718,347,289 38,825,681 

1929 206,556 8,742,761 69,417,515,929 42,778,911 


^Census of Manufactures, Volumes I and II for 1914; Reports of the Fourteenth Census of 
the United States, Volumes VIII, IX, and X for 1919; Reports of the Biennial Census of 
Manufactures (a single volume for each >ear) for 1921, 1923, 1925, 1927, and 1929. 

* Not given in data issued by Bureau of Census for 1921. 

1 For a more general discussion, see Recent Economic Changes, a Report 
of the Committee on Recent Economic Changes, of the President's Confer- 
ence on Unemployment (McGraw-Hill Book Co., New York, 1929), 940 pages. 
See particularly Chapters II and V. 

2 Concerning the data presented at certain points throughout the chapter, 
no assumption is made that the record here given is complete. Furthermore, 
it has been impossible to secure statistics for 1929 and 193() in some cases. 
However, there is no reason why we cannot assume, with considerable 
justification, that the material presented indicates the trend of the movement. 

* Statistics for Industries and States, Census of Manufactures, 1929, p. 2. 
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By applying the simplest measure of all, the arithmetic 
average of all establishments reporting, to these data, the fol- 
lowing statistics may be compiled . 

TABLE II 

Average Size of All Establishments Reported in the Census op Manu- 
FACTURBS FOR THE YeAR3, 1914-1929 ^ 


Wage earners per Horse power per Value of products per 
Census establishment establishment establishment 

yoar Actual Relative Actual Relative Actual Relative 

1914 39.0 100 126.2 100 $135,080 100 

1919 42 1 108 137.1 109 288,990 214 

1921 35.5 91 (not collected) 222,072 164 

1923 44.8 115 169.0 134 308,101 228 

1925 44.7 115 191.0 151 334,669 248 

1927 43.5 112 203.4 163 325,990 241 

1929 42.3 110 205.7 165 336,100 249 


'Also see Recent Economic Changes, p. 107. 

These figures indicate a slight advance in the number of wage 
earners per establishment, a considerable advance in horse 
power, and a more than doubling in the value of products per 
establishment.^ 

Wage earners per establishment, for the industries for 
which the census was taken, increased from 100 in 1914 to 110 
in 1929. While these data are not especially significant of con- 
centration, the record for horse power offers a much clearer 
picture of growth. The census figures refer to the total rated 
horse-power capacity of engines, motors, and other prime 
movers, and indicate an increase from 100 to 165 during the 
same period, thus definitely indicating the larger sized estab- 
lishment even if the figures were corrected for the increase in 
price levels that have taken place.® The number of establish- 
ments, employing less than 250 wage earners, increased from 
96,368 to 106,793, or about 10 per cent, but establishments 
employing more than 1,000 persons increased from 648 to 
1,020, or about 57 per cent.® In spite of the large number of 
small establishments and the fact that establishments with 
more than 1,000 wage earners were only slightly more than 


^ See Recent Economic Changes, p. 167. 

® Ibid. 

® Compiled from data showing distribution of establishments employing 
six or more wage earners, by number of wage earners per establishment. 
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1,000 in 1929, the figures compiled are significant in indicating 
the trends 

The record for value of products per establishment is a 
somewhat misleading criterion of size. It reflects not only the 
increase in the quantity of output, but also the changes in the 
prices of commodities. If prices doubled, one would expect the 
value of products per establishment to double, but this could 
not be taken as a significant change in the scale of production. 
However, the figure for value of products may be taken as an 
indirect indication that the physical output per establishment 
has increased, because the value of products has increased 
much more than any of the indexes of prices from 1914 to 
1929.® Furthermore, since there has been a decline in the num- 
ber of establishments whose value of products is less than 
$100,000, and an increase in the larger establishments,® it is 
evident that the number of large establishments, using the 
volume of business as an indicator, is increasing. 

Income tax records 

The records of the Bureau of Internal Revenue, collected 
in connection with the income tax, have some bearing on the 
concentration problem. If industry were becoming more con- 
centrated, one might expect an increasing number of concerns 
falling in the larger income groups. Unfortunately, income-tax 
returns are notoriously subject to manipulation, and changes 
in rates from time to time would probably tend to increase 
or decrease the incentive toward evasion. Despite these haz- 
ards, the fact that the number of corporations reporting a net 
income of more than $100,000 was 9,634 in 1918, whereas in 
1928,^® they increased to 11,025,^^ is indicative of the increas- 
ing size of business units in a general way. This increase was 
largely in the public utility and finance groups.*® 

^ See Recent Economic Changes, pp. 168-169. 

8 /bid. 

^Ibid. 

18 The statistics of income for 1929, from returns filed m 1930, arc now 
in process of compilation and will not be available until some time in the 
early autumn. No data are available for the 1930 returns being filed during 
the current year. 

11 Statistics of Income for 1928, Bureau of Internal Revenue, Treasury De- 
partment, pp. 49 and 375. 

12 /bid., p. 379. 
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Mergers and consolidations 

The era of mergers and consolidations has received so much 
publicity that some general evaluation of the movement in its 
bearing on the problem at hand becomes advisable. The devel- 
opment of the technique of management and the reduction of 
processes to routine and to automatic machine operation have 
made possible the great industrial corporations under a uni- 
fied management. 

From various sources the Committee on Recent Economic 
Changes, collected over 16,000 items relating to the changes in 
the control of concerns in the mining and manufacturing in- 
dustries.*^ However, many consolidations have taken place in 
fields other than manufacturing and mining, to which the tab- 
ulation was limited. A decided tendency exists, for example, 
toward vertical integration in the motion-picture industry. 
Theaters have been grouped in chains, and the latter have in 
turn come under the control of the film distributor, and finally 
of the film producer. As early as 1926, about 5,000 of the total 
20,000 motion-picture houses in this country were owned or 
operated by large producers and distributors.*® 

The tabulation of the Committee also excluded the mergers 
of department stores and hotels, although there have been a 
number of important consolidations in these fields. Extensions 
of corporate control beyond the boundary of the United 
States, as well as railroad and banking mergers were also 
omitted. However, the number of mergers in mining and man- 
ufacturing were found to have increased steadily from 89 in 
1919, involving 292 concerns, to 221 in 1928, involving 687 
merged concerns, or a total during the period of 1,268, includ- 
ing 3,114 concerns which were merged, and 5,991 concerns 
which disappeared. In 1929 alone, over 1,250 concerns were 
involved in mergers or acquisitions, and in the depression of 
1930 nearly three times the number of concerns were involved 

For a discussion of some of the important questions that have been 
raised as a result of fifty years of industrial integration, see Mergers in In^ 
dustry (National Industrial Conference Board, 1929), 205 pages. The efficiency 
of mergers from the standpoint of profits is studied along with the trend of 
industrial consolidation. 

Recent Economic Changes^ p. 182. 

J. Homer Flatten, “Motion Pictures — A New Public Utility,” The Bank- 
ers' Magazine (October, 1926), Vol. XXX, No. 10, p. 75. 
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in mergers as in the depression of 1922. There will undoubt- 
edly be an increased number of mergers in the future.^® 

The most conspicuous trend toward consohdation in recent 
years has been in the field of public utilities. The development 
of holding companies with vast networks of subsidiaries has 
received considerable publicity. Between 1919 and 1928 alone, 
4,329 public utilities disappeared.^^ 

The inevitable result of such mergers and consolidations 
has been to destroy opportunities for the local bankers to have 
a hand in local enterprises and transfer financing to large cities 
where metropolitan banks handle the business. 

Chain stores and mail order business 

Chain stores, and mail order organizations are invading the 
rural districts and taking the place of the country store in the 
economic structure.^® Until June, 1929, the Federal Reserve 
Board regularly presented statistics for 34 grocery chains, 14 
five- and ten-cent stores, 5 apparel chains, 13 drug chains, 4 
cigar chains, 7 shoe chains, and 4 candy chains. Since that date 
chain data is only available for grocery chaios, five- and ten- 
cent stores and drug chains. These figures do not include all 
the chains in specified lines. There are, of course, many other 
lines in which chains are established. Very aggressive chains 
are found in such lines as hardware, automobile accessories, 
baking, hotels, laundries, moving pictures, and others. 

The tremendous increase in the sales of chain stores is 
indicated by Table III which gives in summary form a com- 
parison of the growth of chain stores and sales at wholesale. 
When the monthly average sales of the years 1923, 1924, and 
1925, are taken as 100, then the sales of the grocery chains, 
just mentioned, increased from 45 to 237 ; five- and ten-cent 
store sales from 53 to 173; apparel chain sales from 36 to 
225; and drug chain sales from 64 to 205 from 1919 to 1929 

Recent Economic Changes, p. 186; and Proceedings of the American 
Economic Association (December, 1930), p. 78. 

IT /bid., p. 187. 

i®See “Changes in Distribution,” National City Bank Bulletin (May, 
1930), pp. 86-87, for good summary of merchandising adjustments. 

Recent Economic Changes, p. 331. 

20 Average for the year 1928. See Table III. 
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inclusive. This means that the average monthly sales of 
groceries by chains was almost four and one-half times as 
great in 1929 as in 1919. The average monthly sales of five- 
and ten-cent stores increased considerably more than two 
times, and those of the apparel chains advanced over six times 
during the nine years under review.*^ During the period 1919- 
1928, average monthly sales of mail-order houses increased 
from 93 for 1919, to 137 for 1928, or nearly 50 per cent.®^ Sup- 
pose the figures for 1921 are compared with those of 1929. 
Since 1921, prices have been fairly comparable. The index for 
sales by grocery chains was 59, compared with 237; for sales 
by five- and ten-cent stores, 66 compared to 173; for sales by 
apparel chains, 59 compared to 225; and for sales by drug 
chains, 79 compared to 205 for the years 1921 and 1929. Mail- 
order sales in the period 1921-1928 advanced from 67 to 137.^^ 

It will be seen from Table III that there was a material 
decline in every case except drugs and men’s clothing when 
compared to 1919. This decline in sales at wholesale was, of 
course, due to the fall in the general price level since 1919. 
However, when chain store sales of groceries, for example, 
advance over five and two-tenths times in the face of a great 
decline in prices, the tremendous growth in this line becomes 
apparent. While the sales at wholesale are not directly com- 
parable to sales by chains at retail, yet it is probable that sales 
at retail by stores other than chains advanced or declined by 
approximately the same percentage as the sales at wholesale. 
If this is true, then the index numbers here used are roughly 
comparable and show a very marked enhancement of the busi- 
ness of chain stores while the progress made by stores other 
than chains has been scattered and often uncertain. 

The only dependable information regarding the proportion 

21 Average for the year 1928. See Table III. 

Federal Reserve Bulletin (February, 1929), Vol. XV, p. 124 Averages 
have been compiled from data given therein. It is to be noted that some of 
the reporting mail-order houses have been establishing throughout the 
country during recent years an increasing number of branch stores in which 
sales are made over the counter. Changes in the volume of sales by these 
firms, therefore, no longer measure changes in sales through the mails to the 
detriment of local communities. Data for 1929, therefore, is omitted as irrele- 
vant. 

28 Average for the year 1928. See Table III. 
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TABLE III 


Indexes op Dollar Sales by Chain Stores and at Wholesale 
Comparing 1919, 1921, 1928, and 1929 ^ 
(Base-average monthly sales 1923-1925 = 100) 







Percent- 

Percent- 






AUE 

AOE 

Sales 

1919 

1921 

1928 

1929 

Increase • 

Increase 






1919 TO 

1921 TO 






1929 

1929 

Sales by chain groceries . 

45 

59 

208 

237 

427 

300 

Five-and-ten-cent stores 

53 

66 

150 

173 

226 

162 

Apparel 

36 

59 

225 

(*) 

(0 

(*) 

Drugs 

Mailorder .... 

64 

93 

79 

67 

166 

137 

205 

(^) 

220 

(^) 

160 

(*) 

Sales at Wholesale: 





Grocery .... 

118 

93 

95 

94 

-20 2 

1 

Dry goods 

100 

91 

85 

86 

-14 

-6 

Men’s clothing 

78 

72 

91 

91 

17 

26 

Women’s clothing 

93 

84 

62 

(^) 

-33^ 

-26 » 

Drugs 

91 

86 

113 

117 

29 

13 


^ Compiled from Federal Reserve Bulletins for* 1929, and December, 1927. 
Owing to defects of the data, computation of all the index series, with the ex- 
eeption of that relating to fiye-and-ten chains, have been discontinued. These 
series, therefore, are not available for the year 1930, or for the current year. 

* Figures with minus signs are declines. 

* Comparable figures for the twelve months of 1929 not available. 

^ Average decline for the year 1928 

® Comparing 1921 and 1928. 

of retail trade handled by chain stores was that obtained by 
the Census of Distribution taken by the United States Bureau 
of the Census in 11 cities for the year 1926. A detailed analysis 
of the census figures for sales by unit stores and chain stores 
was pubhshed by the Domestic Distribution Department of 
the Chamber of Commerce of the United States, which had 
sponsored the census.^® This survey indicated that 41 per cent 
of the grocery and delicatessen sales were made through chain 
stores in that year. Chain groups sold 71 per cent of variety 
sales, 73 per cent of gas and oil, 44 per cent of dairy and 
poultry products, 61 per cent men’s hats and caps, 52 per cent 
of shoes, 36 per cent of cigars, 37 per cent of millinery, 28 per 
cent of coal, wood, and ice.^® The present survey of contem- 
porary conditions, by the above organization,^^ will show more 

25 See Retail and Wholesale Trade (Chamber of Commerce of the United 
States, Domestic Distribution Department, Washington, May, 1928), pp. 1-75. 

2® Ibid , 

27 No data available to date. 
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fuUy the extent to which the chain store has taken over the 
business of the small town.^® 

New relation between city and rural districts 

Just as the canal, the railroad, the steamship, the tele- 
phone and telegraph, and the electric railways caused revolu- 
tionary changes in methods of carrying on trade, through new 
and swifter means of transporting merchandise and passengers, 
so the automobile has increased the average trading area for 
consumers in rural districts from 5 or 6 miles to 30 to 150 
miles, and this change is still going on.*® This situation has 
shifted trade in certain lines of merchandise away from cross- 
roads stores, village stores, and some small town stores, to 
stores located at county seats or other trading centers. From 
the county seats and trading centers, some trade, particularly 
in dry goods and wearing apparel has shifted to the cities of, 
roughly, 25,000 to 100,000 population.®® These medium-size 
cities, in turn, have lost some trade to the metropolitan 
markets, but the shift to metropolitan markets has been less 
marked than the changes at the smaller trading points.®^ 
Almost no statistics have been available on the change in retail 
trading areas, but ample evidence has been found, neverthe- 
less, to show that a change of major significance is under 
way.®* 

The unit bank, like many other types of local enterprises, 
has been made possible because of the distance between com- 
munities. Distance has now been abolished and as a conse- 
quence unit banks find themselves face to face with a difficulty 
that seems to be almost insuperable. Comptroller Pole refers 
to the position of the country banker as a result of the new 
relation existing between city and rural districts as follows: 

The modem city itself is in a much closer relationship to the 
outlying territory than was the case a few decades ago when com- 
munication and contact were dependent upon horse or intermittent 
railroad transportation. Each one of us here today has witnessed 
the complete obsolescence of the slow and painful travel by horse 

28 For a more complete discussion of the chain store and mail order busi- 
ness, sec Recent Economic Changes, pp. 362-372. 

Recent Economic Changes, p. ^7. 

80 Ibid., p. 331 . 81 82 Hid, 
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on country roads which have been replaced by paved highways 
radiating in every direction from our large cities, upon which travel 
automobiles at high rates of speed. Communication by telephone is 
now almost universal, having largely displaced the slower methods 
of communication by mail and messenger. I do not wish to take up 
the time of the committee with a sociological discussion of munici- 
pal development, but in considering the question of concentration 
of banking capital in the large cities it is necessary to consider the 
new relationship which exists between the city and the rural dis- 
tricts.®^ 

Since the horizon has been extended and people are think- 
ing in terms of wider areas, business can now be transacted 
with banks in the larger centers. Banks in larger centers are 
therefore actively soliciting business from a wider radius than 
at any time in the past. Even the one-bank towns have been 
affected by improved means of transportation. Formerly this 
group of banks did not face much competition but today the 
small town bank competes with the large town and the large 
town with the city. 

It is now impossible for the country bank to gain that 
diversification in the banking business which was possible a 
few decades ago. The business of the small city is becoming 
more and more an adjunct of the business of the larger com- 
mercial centers. Opportunities for independent local financing 
are becoming fewer and fewer. The commercial business and 
the trust business are going to the large city bank. The country 
bank is left largely with real estate and small local loans. It 
is placed in the position of securing sufficient income from the 
remaining small business establishments, still financially in 
a position to struggle along, and from agriculturists satisfied 
with present accommodation. However, it is well known that 
agriculture is in a depressed state and in many sections of the 
country is in a semi-bankrupt state. 

Movement of population from rural communities 

The process of adjustment to changed conditions which 
has been going on since 1920 has stimulated the rate of move- 

Hearings before the Committee on Banking and Currency, House of 
Representatives, ^venty-First Congress, Second Session (U. S. Government 
Printing Office, Washington, D. C.), p. 10. Hereafter cited as Hearings, 
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ment from rural communities to cities. As one sociologist put 
it, “We arc faced with a distribution of the population as be- 
tween urban and rural. This means for the urban population 
a rate of increase out of all proportion to the rate for the rural 
population.” The use of the tractor and the combine also 
has made it possible for fewer workers to cultivate much larger 
acreage and has been another cause for the exodus of people 
from the farm. Western society, considered from an interna- 
tional viewpoint, is rapidly becoming a society of cities with a 
background of agriculture.®® 

The following statement appears in the report of the Four- 
teenth Census of the United States, which was taken in 1920 
and is descriptive of the situation as early as that year: 

Of the 105,683,108 of the census of 1920, 54,816,200 or 51.9 per 
cent arc living in incorporated places of 2500 or more, and 50,866,- 
899, or 48.1 per cent, in rural territory. Total increase since 1910 
was 14.9 per cent, but during the decade there was an impoi’tant 
increase in that portion of the population living in the urban terri- 
tory of 12,192,826, or 28.6 per cent; and in that portion living in 
rural territory, of 1,518,016, or only 3.1 per cent; and if the coni- 
parison is extended to cover the two classes of rural territory it 
appears that the portion living in incorporated places of less than 
2500 inhabitants shows an increase of 1,743,317, or 21.5 per cent, 
whereas that portion living in purely country districts shows an 
actual decrease of 227,355, or six-tenths of one per cent. 

Not merely has there been a great increase in total population 
in the countries of the world during the past hundred years, but a 
thorough redistribution has taken place, with a constant diminu- 
tion of those engaged in agriculture and a rapid growth in indus- 
trial life and in cities as the organizing basis of industry.®® 

From 1920 to 1928, the cumulative loss in farm popula- 
tion alone was over 3,000,000 persons.®^ The most careful 

Walter Burr, SttuiII Towns (The Macmillan Co., New York, 1929), p. 
74. This book gives an estimate of the conditions of rural areas and their 
place in the American economic structure. It does not attempt to follow 
blazed trails nor to accept orthodox views on the subject and is an excellent 
source of background material descriptive of the local problem faced by small 
town bankers. 

so See E. 11. Beach, Introduction to Sociology and Social Problems (The 
Macmillan Co., New York, 1925), pp. 235, 252, 253. 

^’' Fourteenth Census of the United States, 1920, pp. 35-36. 

0' Bureau of Agricultural Economics Bulletin, “The Agricultural Situation,” 
(April 1, 1928), Vol. XII, No. 4, pp. 22-24. 
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studies of the whole matter have been made by Dr. C. J. 
Galpin, of the United States Department of Agriculture.®* His 
surveys are available in the Yearbook of the Department.*® 


Growth of American business, 1904-1930 

The salient figures in the table below compare the tre- 
mendous expansion of wealth and industrial activity in Amer- 
ica today with twenty-six years ago, and indicate in a general 
way that the growth of centralized business is inevitable. The 
development of the latter obviously necessitates strong bank- 
ing institutions. 

TABLE IV 

Growth op American Business ^ 


1904 


1914 


1930 Estimate 


Wealth of United States .... 
Income of United States .... 
National Bank Deposits .... 
State Bank Deposits .... 
Trust Company D^osits . 

Total Deposits in Commercial Banks 
Savings Bank Deposits .... 
Savings Deposits in All Banka 

Bank Clearings 

Railroad Gross 

Railroad Net 

Wheat Crop (Bushels) .... 

Corn Crop (Bushels) 

Cotton Crop (Bales) 

Pig Iron Production (Tons) . 

Copper Production (Pounds) . 

Value of Manufactured Products 

Foreign Trade 

Market Value Securities, New York 
Stock Exchange .... 

Brokers Loans, New York Stock Ex- 
change 

Share Sales, New York Stock Exchange 
Population 

Life Insurance in Force .... 

Building Contracts 

Banking Resources 


$107,104,000,000 

18,000,000,000 

3.312.439.000 

2.073.218.000 
1,(300,322,000 
6,985,979, (X)0 
3,060,178,611 
Not available 

112,449,6(34,000 

1.975.174.000 

579.176.000 
552,399,517 

2,467,480,933 

12.750.000 

16.500.000 

780.800.000 

14,793, 902,.563 

2.451.914.000 

Not available 

Not available 
187,313,0(35 
75,994,575 
(1900) 

12.547.937.000 

1,893,000,000 

13.310.405.000 


$186,000,000,000 

33.000. 000.000 
6,268,(392,000 

3.226.793.000 

3.939.807.000 

13.435.292.000 
4,936,591,849 
6,400,411,041 

103,849,811,000 

3.127.729.000 

674.190.000 

891.017.000 

2.672.804.000 
16,134,930 
23,332,244 

1,150,136.960 

21,240.4.34,724 

4.258.504.000 

27.394.627.000 

1.009.752.000 
47.900,568 
91,972,206 

(1910) 

21.. 565.652.000 

2,606,000,000 

40.000. 000.000 


$475,000,000,000 

110.000,000,000 

20 , 000 , 000,000 

11,000,000.000 

1 2 , 000 , 000,000 

43.000. 000.000 

13. 000. 000. 000 

31.000. 000.000 

5.50.000. 000.000 

5.000. 000.000 

1 . 200 . 000 . 000 

670.000. 000 

2.400.000. 000 

14.000. 000 

40.000. 000 

1.600.000. 000 

59.000. 000.000 

8,000,000,000 

85.000. 000.000 

4,500.000.000 

500.000. 000 

126.000. 000 

110 . 000 . 000.000 
(3,000,000.000 

60.000. 000.000 


1 Data compiled from Bureau of Census Reports, Comptroller of Currency Reports, Poor's Rail- 
road Manual, V. S. Department of Agriculture Reports, Bureau of Mines Reports, World's Almanac, 
Insurance Yearbook of Spectator Company, New York, and Commercial and Financial Chronicle. 
Estimates for 1930 made by the writer. 


88 See United States Department of Agriculture Yearbook, 1926, p. 593: 
1927, pp. 28-29. 

88 A former President of the American Bankers Association made the state- 
ment in 1928 that: “Forty years ago 75% of the population of this country 
was rural and 25% urban. At the rate we are going it will be but a few years 
until these percentages will be completely reversed. Eighty per cent of the 
population of New England is now urban and twenty per cent rural.” See 
T. R. Preston, “The Changing Business World,” American Bankers Association 
Journal (January, 1928), Vol. XX, No. 7, p. 515. 
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It will be noted from these data that total banking resources 
have more than kept pace with the development of manu- 
factures. During the period 1904-1930 banking resources in- 
creased about 365 per cent as against about 300 per cent for 
the value of all manufactured products. The argument cannot 
be raised, therefore, that the banking system as a whole has 
not adequately financed this division of American business. 
However, it must be remembered that banking is also con- 
cerned with the great problem of financing distribution as well 
as other phases of trade and industry. Furthermore, the mere 
fact that banking resources in the aggregate have increased 
so substantially does not mean that each of the 22,445 indi- 
vidual banks in the United States have experienced a corre- 
.spondingly strengthened financial position. 

Adjustment of banking system as a whole to growth of 
business 

The following compilation indicates the degree of adjust- 
ment from 1921 to 1931, insofar as an increase in average re- 
sources and a decrease in weak banking units is concerned, but 
does not give a correct prospectus of the status of the country 
bank since it draws no definite line of demarcation between 
country banks and other banks. 

The total resources of the banking system with 30,812 
(largest number of banks ever existing in this country) in 
1921 was $46,671,390,000, ‘‘® while in January, 1931, there were 
only 22,445 banks, but their total resources amounted to about 
$60,000,000,000.^^ Consequently, in the ten year period, the 
number of banking institutions decreased in round numbers 
by about 8,400 and banking resources increased by nearly $13,- 
500,000,000. Whereas the average bank in 1921 had total re- 
sources of $1,513,000, the average bank in January, 1931, had 
resources of $2,673,201. Therefore the average resources per 
bank increased over $1,100,000 in the ten year period. While 
total resources increased by nearly $3,500,000,000, and average 
resources per banking institution by over $200,000 during the 

^Report of the Comptroller of the Currency (1921), p. 108. 

Federal Reserve Bulletin (April, 1931), Vol. XVII, pp. 189 and 191. 
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year 1928 alone, total resources for the following year only 
increased about $600,000,000, or an average of about $25,000 
per institution.*® Increase in average size was not only at- 
tributable to the accumulation of resources, but also to the 
decrease in the number of banks, this reduction being a net 
decrease covering voluntary liquidations, insolvencies, consoli- 
dations, and primary organizations.** During 1930 total re- 
sources decreased considerably. 

Metropolitan institutions, as a result of their large capital 
and their ability to secure the most highly trained personnel, 
are able to adjust themselves to changed conditions.*® Cen- 
tralized financing presents no problem to them except insofar 
as it is necessary to increase their loaning ability. Competi- 
tion, while important, is not their main problem, nor are they 
bothered with constant failures. 

On the other hand, about three-fourths of the banks of the 
United States are outside the metropolitan centers and serve 
a majority of the population.*® They differ from city banks 
not only in size but in the character of their operations and in 
their customs. Their problem has not been to develop lending 
power but to meet competitive conditions and, at the same 
time, render improved service to their customers. With com- 
merce and industry integrating along the lines of national 
boundaries, this group of banks has consistently lost business 
as a result of their inability to adapt themselves to modern 
economic conditions. 

Those banks which are the only ones in their respective 
communities and which loan at the rate custom dictates, re- 
gardless of general financial conditions or the monopoly posi- 
tion of the bank, do not feel the need of adjustment in the 
same degree as competitive banks. Where competitive condi- 
tions prevail, each banker lends at the going rate and over that 
rate he has little control. The position of such communities 

Annual iceport of the Federal Reserve Board (1928), p. 33. 

Report of the Comptroller of the Currency (1929), pp. i06 and 108. 

** The term “primary organizations” is used by the Federal Reserve Board 
to apply to new banks. 

J. W. Pole, “The Need of a New Banking Policy,” American Bankers 
Convention Section, Commercial and Financial Chronicle (October 19, 1929), 
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has been described as follows: “In small communities having 
only one bank it may be that the banker has considerable 
power over the rate on advances to customers. Even here, how- 
ever, he does not have a free hand. It is no uncommon occur- 
rence to find country banks lending their funds season after 
season and year after year at the same rate, regardless of gen- 
eral financial conditions. If the bank lends at all it lends at 
the rate which custom dictates.” 

The general situation confronting country banks, as well 
as several pertinent and related factors, has been described by 
the Comptroller of the Currency as follows: 

A comparison of the banking situation in 1900 with the present 
shows with what rapidity the United States has developed in bank- 
ing resources. In that year there were 10,672 incorporated banks of 
all classes. The aggregate capital was about $1,150,000,000 and the 
total resources about $12,000,000,000 — the latter figure being less 
by more than $4,000,000,000 than the resources of all the banks 
in New York City today. Within the short {period of three decades 
the banking resources of the United States have increased by 600 
per cent. This great development in banking resources is reflected 
in two aspects; first, in the increased number of country banks 
\yhich remained small, and second, in the growth in size and diversi- 
fication of business of the large city banks. The latter arc more 
prosperous today than ever before in the history of the country, 
whereas the country banks arc in a much less favorable position 
than they were 30 years ago. The acceleration of the flow of trade 
to the large cities has been one of the chief causes of the develop- 
ment of the modern form of mctro])olitan banking.^* 

In an address before the American Bankers Association in 
the fall of 1929, the following comment was made in connec- 
tion with the contribution of the unit system to the achieve- 
ment of American trade: “When we recall, and recall we can 
with pride, the encouragement and assistance which the free- 
dom of independent initiative in our highly individualized 
banking system has given to the constructive achievements of 
American history and trade and the enhancement of the pop- 
ular welfare, I am satisfied that all these questions can receive 
an answer aflfirming that there is no necessity in our banking 

R. G. Rodkey, The Banking Process (The Macmillan Co., New York, 
1928), p. 97. 

Hearings, p. 23. 
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past or present for a revolutionary change in our banking 
system in the near or further future.” 

Nevertheless, what has been adaptable to the past will not 
necessarily meet present or future requirements. Furthermore, 
this appeal for the retention of the unit system is primarily 
based on sentiment, a poor criterion for an adequate banking 
system. Former Deputy Comptroller of the Currency. Charles 
W. Collins, expressed the opinion, referring to the factor of 
sentiment, that, “Considerations of sentiment may be effective 
politically, and may lead to legislative action, but a solution 
which ignores the operation of economic laws proves no solu- 
tion at all.” 

We will now consider some of the specific and urgent forms 
in which the banking problem presents itself from a contem- 
poraneous viewpoint. Due to the lack of adjustment to modern 
economic conditions,®^ two unfortunate developments have re- 
sulted: first, an excessive number of bank failures; and second, 
decreased earning power. While these developments will be 
treated separately for the sake of clarity, it is obvious that 
they are closely associated since failure inevitably results 
where the banking service of a given institution becomes less 
and less profitable. 

W. Dawson, “Banking Evolution in America,” Commercial and 
Financial Chronicle (October 19, 1929), Vol. 129, p. 74. 

°oC. W. Collins, “Nationwide Branch Banking,” The Bankers Magazine 
(October, 1928), Vol. CXVII, No. 4, p. 509. 

For a brief discussion of certain correlated factors see Chapter II, “Ex- 
cessive number of banking institutions,” and “Agricultural conditions as a 
contributing factor to bank difficulties.” 



CHAPTER II 

BANK SUSPENSIONS AND THEIR SIGNIFICANCE 


Statistical survey of suspensions indicative of status of unit 
system 

There has been so much discussion of bank suspensions as 
proof of the inadequacy of the unit system that a statistical 
survey of the situation is in order. Advocates of group and 
branch banking contend that the problem of suspensions can 
only be solved by the substitution of group or branch systems 
for small unit banks. Statistics presented in this chapter, rela- 
tive to suspensions, tend to justify their contention, or at least 
indicate the dire necessity of strengthening unit banks in small 
cities and towns in some way. 

Number and location 

During the ten year period, 1921-1930, a total of 6,987 
banks were reported as having suspended operations, either 
temporarily or permanently, on account of financial difficulties 
(see Table V). Of this number 6,063 were State banks and 924 
were national banks.^ This was about 10 per cent of the na- 
tional and 22 per cent of the total State banks. Of the total 
number of suspensions,* 806 have since reopened, leaving 6,181 
as the net number of failures. The deposits of the banks which 

^Federal Reserve Bulletin (February, 1931), p. 112. 

2 The term suspension is not used here as synonymous with the term fail- 
ure although these two terms are frequently so used. The writer is using them 
on the basis adopted by the Federal Reserve Board in contrast with that 
utilized by the Bureau of the Comptroller of the Currency. For the purpose 
of this chapter, the Federal Reserve figures present a more accurate descrip- 
tion of the situation. The statistics of the Board for bank failures are based 
on suspensions. In other words, a bank suspends when it is unable or unwilling 
longer to keep open its doors for carrying on the business of banking. The 
Bureau of the Comptroller of the Currency, on the other hand, has adopted 
the practice of listing as a failed bank only those for which receivers have 
been appointed and leaving out those which have been restored to operations 
after suspension. 


18 



BANK SUSPENSIONS 


19 


suspended operations during this ten year period aggregated 
about $2,586,388,000 and the deposits of the reopened banks 
about $303,000,000, leaving the net deposits of the suspended 
banks aggregating $2,283,082,000 (see Table VI). 

During the year 1930 alone, there were 1,345 banks which 
suspended operations causing the tying up of about $864,715,- 
000 of deposits.® The latter figure is larger than for any previ- 
ous year. However, in 1926, 957 banks, with deposits of nearly 
$275,000,000, suspended, as compared with 611 suspensions, 
involving deposits of about $175,000,000 in 1925, and 778 sus- 
pensions, involving deposits of about $215,000,000, in 1924.* 

During the first sixteen weeks of 1931, there have been 421 
additional suspensions with deposits of $227,514,000.® Of this 
number, 63 operated under national charter and 358 under 
State charter.® If this rate of suspensions continues, we may 
have a record number during 1931. However, this seems un- 
likely. It is believed that the 1930 failures mark an accelera- 
tion in the pace of closings, and were not due to tardy tallying 
of those which would have failed in 1929 under other circum- 
stances. 

In other words, more than twelve years after the World 
War we are still in the midst of a continuation of a condition 
which is causing small banks to fail. Why should nearly seven 
thousand banks fail in the United States during this period? 
On the average, these have been years of prosperity and busi- 
ness expansion throughout the country. During this period we 
have witnessed considerable development of mass production 
of goods and commodities. The general standard of living of 
the rank and file of our people has been raised to the highest 
point in our history. It would therefore be the normal expecta- 
tion that our banks in general reflect this high level of business 
prosperity and social comfort. That such is not the case is an 
indication that something is fundamentally wrong with our 
banking structure. 

^Federal Reserve Bulletin (February, 1931), p. 112. 

^Annual Report oj the Federal Reserve Board (1926), pp. 10-13. The gen- 
eral economic conditions leading up to the failures during 1926 are concisely 
discussed on page 13. See pp. 190-196 for a series of tables containing valuable 
statistics on bank suspensions during the years 1921 to 1926, inclusive. 

5 American Banker (April 25, 1931), p. 3. 

^Ibid. 



TABLE V 

Number of Bank Failures by States^ 



Total 





1921-1930 





1921 -1930 

1921 

1922 

1923 

1924 

192.) 

1926 

1927 

1928 

1929 

1930* 

Alabama 

60 

1 


2 

10 

5 

2 

1 


11 

34 

Alaska . 












Ariz(jna . 

32 

6 

4 

9 

3 

3 

i 

1 



5 

Arkansas 

230 

5 

4 

5 

11 

8 

19 

18 

ii 

ii 

135 

California . 

38 

3 

0 

2 

2 

3 

5 

6 


4 

7 

Colorado 

94 

13 

8 

18 

9 

15 

14 

4 

3 

5 

5 

Connecticut 

9 


1 


1 


, , 

, . 



7 

JJclawaro 

Florida 

2 

229 

5 

*5 

*4 

*3 

*i 

43 

si 

35 

63 

39 

(ioorKia . 

350 

50 

14 

11 

29 

31 

102 

18 

20 

32 

31 

Hawaii . 

1 


1 



, , 






Idaho 

73 

23 

8 

io 

7 

8 

4 

7 

2 

3 

1 

Illinois . 

264 

10 

4 

5 

14 

8 

20 

29 

14 

34 

126 

Indiana 

205 

7 

7 

7 

4 

10 

7 

25 

24 

24 

90 

Iowa 

614 

21 

12 

35 

83 

84 

135 

70 

51 

34 

86 

Kansas 

260 

14 

20 

34 

16 

19 

46 

36 

26 

12 

43 

Kontucky . 

72 

3 

2 

2 

7 

6 

7 

7 

7 

2 

29 

Louisiana . 

43 

7 

4 

4 

2 

3 

8 

4 

2 


9 

Maine 

3 


1 

1 




1 




Maryland . 

13 

5 

2 



2 


. . 

i 

i 

2 

Massachusetts . 

9 

5 


i 







3 

Michigan 

87 

8 

4 

3 

7 

5 

23 

7 


9 

21 

Minnesota . 

433 

13 

14 

45 

55 

50 

92 

65 

46 

31 

22 

Mississippi . 

86 

5 

10 

2 

1 

1 

5 

5 

4 

1 

52 

Missouri 

400 

17 

11 

20 

43 

45 

58 

48 

31 

23 

104 

Montana 

214 

21 

31 

77 

46 

16 

8 

2 

1 

1 

11 

Nebraska . 

383 

28 

23 

17 

17 

12 

18 

25 

50 

149 

44 

Nevada . 

3 


1 




, , 

, , 

1 

1 


New Hampshire 

2 





i 




. . 

”l 

New Jersey 

6 


*2 







1 

3 

New Mexico 

02 

5 

8 

ii 

22 

io 

i 

i 


1 


New York . 

34 

5 

1 

4 

6 



2 

*3 

5 

“8 

North Carolina 

218 

15 

9 

19 

13 

is 

ii 

14 

8 

18 

93 

North Dakota . 

489 

30 

10 

106 

75 

32 

59 

37 

38 

36 

60 

Ohio . . . 

80 

2 


6 

4 

1 

6 

16 

11 

10 

25 

Oklahoma . 

290 

27 

4i 

54 

50 

21 

21 

28 

5 

20 

23 

Oregon . 

45 

6 

5 

5 

3 

3 

5 

12 

3 

1 

2 

Pennsylvania 

59 

4 

2 

4 

2 

8 

6 

8 

1 

5 

19 

Bhode Island . 

3 



1 

, , 

1 


, , 

1 



South Carolina 

254 

14 

18 

23 

24 

43 

44 

21 

22 

is 

27 

South Dakota . 

448 

3 

9 

45 

111 

64 

115 

27 

7 

13 

54 

Tennessee . 

94 

3 

1 

3 

6 

8 

12 

17 

4 

12 

28 

Texas 

333 

69 

31 

21 

30 

39 

38 

38 

23 

10 

34 

Utah . . . 

21 

6 

3 

2 

2 

1 


2 

2 


3 

Vermont 

2 







, , 



2 

Virginia 

65 

6 

’e 

2 

4 

3 

’4 

4 

*7 

9 

20 

Washington 

• 59 

13 

5 

5 

12 

6 

2 

4 

2 

7 

3 

West Virginia . 

44 

1 

1 


2 

4 

2 

5 

5 

14 

10 

Wisconsin . 

99 


2 

ii 

10 

10 

11 

14 

6 

11 

24 

Wyoming . 

60 

6 

4 

9 

32 

3 

3 

2 


1 


Total . 

6,987 

500 

356 

647 

778 

611 

957 

662 

487 

643 

1,345 


'■ Hearings, p. 


418. 


* Federal Reserve Bulletin (February, 1931), p. 113. 
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With regard to sections where suspensions have predom- 
inated, it appears from Table V that four States along the 
Atlantic coast, North Carolina, South Carolina, Georgia, and 
Florida, have suffered most among the Eastern States, 
whereas Minnesota, lowa,^ Missouri, Oklahoma, Arkansas, 
Illinois, North Dakota, South Dakota, Nebraska, Kansas, and 
Montana, eleven additional States in the Central Northwest, 
a purely agricultural section, had considerably over half of the 
suspensions during the ten-year period. On the Pacific 
coast, where banking has become more highly organized than 
elsewhere, and on the north Atlantic coast, where banking, 
though less highly organized, is supported by greater capital 

TABLE VI 

Banks Suspended and Reopened, by Years, 1921-1930 ‘ 


Class op 


Banks Suspended 


Banks Reopened 

Bank 
AND Year 

Number 

Capital 

Deposits 

Num- 

ber 

Capital 

Deposits 

All banks: 
1921 

501 

$22,802,000 

$196,460,000 

60 

$1,918,000 

$17,493,000 

1922 

354 

13,743,000 

110,721,000 

65 

4,003,000 

35,505,000 

1923 

648 

21,943,000 

188,701,000 

37 

1,516,000 

11,674,000 

1924 

776 

28,358,000 

213,338,000 

94 

2,81.5,000 

22,862,000 

1925 

612 

24,441,000 

172,900,000 

62 

1,994,000 

16,618,000 

1926 

956 

32,804,000 

272,488,000 

149 

5,134,000 

60,610,000 

1927 

662 

24,763,000 

193,891,000 

95 

3,906,000 

35,729,000 

1928 

491 

19,715,000 

138,642,000 

39 

1,540,000 

15,727,000 

1929 

642 

32,254,000 

234,532,000 

58 

3,052,000 

25,829,000 
61, .599,000 

1930 

1,345 

111,643,000 

864,715,000 

147 

6,802,000 

Total . . 

6,987 

$332,466,000 

$2,586,388,000 

806 

$32,680,000 

$303,.300,000 


^ Annual Reports of the Federal Reserve Board. 


accumulation in the general community, the number of bank 
suspensions has been, by comparison, relatively negligible. 
The following table shows for 1930 the number and de- 


f As far back as 1921, banking conditions in Iowa, from the failure view- 
point, were most unsatisfactory At tliat time the Committee on Banking and 
Currency, House of Representatives, had confidential information that if the 
banks in Iowa were required to liquidate and to do so within two years^ time, 
95 per cent of them would have proven to have been insolvent. See Hear- 
ings, p. 191. Of course, it is possible that similar conditions prevailed else- 
where at the time but such information has been kept confidential. 
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posits of the banks that suspended operations in selected 
States. The largest number of failures during the year occurred 
in Arkansas, Illinois, and Missouri. 

TABLE VII 


Bank Suspensions in Selected States During 1930 ^ 




Deposits 



Deposits 


Number 

(in mil- 


Number 

(m mil- 


of sus- 

lions of 


of sus- 

lions of 

Stale 

pensions 

dollars) 

State 

pensions 

dollars) 

Arkansas 

135 

47 

Floritla 

39 

45 


126 

63 

Texas 

34 

11 

Missouri 

104 

20 

Alabama 

34 

9 

North Carolina 

93 

57 

Georj;ia 

31 

6 

Indnina 

90 

38 

Kentucky 

29 

63 

Iowa 

86 

31 

Tennessee 

28 

28 

North Dakota. . . 

60 

5 

South Carolina . 

27 

7 

South Dakota... 

54 

11 

All other States. 

236 

376 

Mississippi 

52 

27 



— 

Nebraska 

44 

10 

Total 

1,345 

865 

Kansas 

43 

11 





^ F((Ural Reserve Uoaid Report (19:iO), p 18, 


As further illustration of the wide scope of this economic 
condition, it appears that in eight States over 40 per cent of all 
the banks in existence in 1920 have failed and in twelve States 
between 20 and 40 per cent. In fourteen States over 10 per 
cent of the banks that were in operation in 1920 have since 
failed (see Table VIII). When it is considered that only three 
important failures have occurred among banks in the larger 
cities,® the ratio of failures in the country districts is even 
higher. 

TABLE VIII 

Number and Percentage of Bank Suspensions by States, 1921-1930 

Total 


No Suspensions 

Banks June 
SO, mo 1 

Suspensions 
mi-1930 2 

Per Cent 
SiLspensions 

District of Columbia 

45 



0J%’^% Suspensions 

New Hampshire 

125 

2 

1.6 

New Jersey 

388 

6 

1.6 

Vermont 

108 

2 

1.8 

Maine 

161 

3 

1.9 

Massachusetts 

465 

9 

1.9 

New York 

1,056 

34 

3.2 

Connecticut 

220 

9 

4.0 


^Report of the Federal Reserve Board (1930), p. 18. 
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TABLE VIII — Continued 
Total 



Banks June 

Suspensions 
1921-1930 - 

Per Cent. 

0.1%-6% Suspcnsiojis 

30, 1920 1 

Suspensions 

Delaware 

47 

2 

4.3 

Maryland 

282 

13 

4.4 

6J%-10% Suspensions 

California 

723 

38 

5.2 

Rhode Island 

48 

3 

63 

Ohio 

1,145 

80 

6.9 

Nevada 

33 

3 

9.1 

10.1%-20% Suspensions 

Wisconsin 

976 

99 

10.1 

Kentucky 

584 

72 

12 4 

Michig:an 

700 

87 

12.4 

West Virginia 

340 

44 

12 9 

Virginia 

488 

65 

13.3 

Washington 

394 

59 

14 8 

Louisiana 

267 

43 

16.1 

Oregon 

277 

45 

16.2 

Illinois 

1,610 

264 

16.4 

Utah 

133 

21 

16.5 

Tennessee 

546 

94 

17.2 

Alabama 

352 

66 

18.7 

Indiana 

1,057 

205 

19.4 

Kansas 

1,349 

266 

19.7 

20.1%^30% Suspensions 

Texas 

1,582 

333' 

210 

Colorado 

403 

94 

23.0 

Missouri 

1,652 

400 

24.2 

Mississippi 

354 

86 

24.3 

Minnesota 

1,515 

433 

28.5 

30.1%-40% Suspensions 

Oklahoma 

959 

290 

30 2 

Nebraska 

1,196 

383 

32.0 

Idaho 

222 

73 

32 9 

North Carolina 

623 

218 

33 4 

Iowa 

1,763 

614 

34.8 

Arizona 

87 

32 

368 

Wyoming 

160 

60 

37.5 

Over 40% Suspensions 

Arkansas 

487 

230 

47.2 

Georgia 

738 

350 

47.4 

Montana 

431 

214 

49.6 

New Mexico 

123 

62 

50.4 

North Dakota 

898 

489 

54.4 

South Carolina 

461 

254 

55.1 

South Dakota 

604 

448 

74.1 

Florida 

265 

229 

86.4 


* From Report of the Comptroller of the Currency (1920), pp. 250, 604-606. 
’From Table V. 


Suspensions in the Federal Reserve System 

Comparison by Federal reserve districts tells the same 
story but from a different point of view. In the territory served 
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by the Federal Reserve Banks of Boston, New York, and 
Pliila<lelpliia, bank suspensions have been relatively few — only 
97 during the ten years, 1921-1930. The Cleveland district 
with 142 siispension.s, and the San Francisco district with 263, 
also show a comparatively low casualty rate. In the four 
.southern districts of Richmond, Atlanta, St. Louis, and Dallas, 
on the other hand, there were 2,599 suspensions during this 
U'li year period. The three remaining districts present a still 
less favorable record; the Chicago district shows 1,093 sus- 
pensions, Kansas City shows 1,156, and finally there is the 
asiounding number of 1,637 suspensions in the Minneapolis 
district. The largest number of suspensions was reported by 
the last two districts because of the excessive number of small 
banks in those agricultural regions. The number of suspensions 
in each district during the ten year period 1921-1930 and dur- 
ing 1930 are shown in the following table: 

TABLE IX 

Numbkk of Bank SaspENaioNS, by Feder\l Reserve Districts, During 


1930 AND 1921-1930 ^ 

F(«(1('im 1 Total Member banks Nonmember banks 

rost ivt' (iishid 1930 1921-1930 1930 1921-1930 1930 1921-1930 

All Dislncts 1,345 6,987 187 1,181 1,158 5,806 

Boston 12 27 1 4 11 33 

Now York 11 41 4 9 7 32 

Philadelphia 10 29 1 6 9 24 

Cleveland 41 142 9 26 32 106 

Rirlunond 152 589 22 74 130 515 

Atlanta 140 751 22 107 118 644 

ChicjiRo 266 1,093 32 213 234 880 

St. Louis 358 807 43 78 315 729 

Minneapolis 156 1,637 16 289 140 1,348 

Kansas (^ity 137 1,156 15 139 122 1,017 

Dallas 41 452 17 127 24 325 

San Francisco 21 263 5 100 16 163 


^Annual Ilf’port of the Federal Reserve Board (1929), p 23, and Federal Reserve Bulletin 
(February, 1931), p 112. 

Although member banks constitute only about one-third of 
the total number of banks in the United States, less than one- 
seventh of the total number of banks which suspended .during 
the past year were member banks; ® and although the de- 
posits of member banks are approximately three-fifths of the 
aggregate deposits of all banks in the country, the deposits of 

®See Report of the Federal Reserve Board (1930), p. 131. 
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the member banks that suspended during the year 1930 were 
only about two-fifths of the aggregate deposits of all sus- 
pended banks.^® 

Between 1921 and 1930 only 9.9 per cent of the national 
banks suspended. During the same period 17.1 per cent of the 
State member banks and 23.6 per cent of the non-member 
State banks suspended, thus indicating a weaker financial posi- 
tion on the part of State banks, and particularly non-mem- 
bers. After taking into consideration the fact that there are 
almost three times as many State banks as national banks, the 
national system as a whole has shown a stronger resistance in 
the ratio of approximately 3 to 1 during the ten year period. 
However, while the number of State bank suspensions exceeds 
those of the national banks, small national l^anks have not 
been immune to the conditions which have been causing the 
failures of small country banks generally.^ The conditions 
which rural banking faces in the United States are the same 
for both national and State banks. 

Relation of capitalization, size of town or .city, and sus- 
pensions 

It is among the small banks that most of the suspensions 
have occurred. Over 61 per cent of all the banks which sus- 
pended during the ten year period, 1921-1930, had a capital 
of $25,000 or less and over 60 per cent of the total number 
were located in towns with a population of 1,000 or less; 90.6 
per cent were located in towns with a population of 10,000 
or less, and only 9.4 per cent in towns with a population ex- 
ceeding 10,000 inhabitants.^^ 

Furthermore, of the total number of banks in the United 
States at the present time, over 19,000 are situated in cities 
or towns of 10,000 population or less. In other words, more 
than four-fifths of all the banks in the United States are 
situated in small communities. The average capital of these 
banks is less than $50,000. 

Studies made by the Federal Reserve Board have regularly 

i®See Federal Reserve Bulletin (February, 1931), pp. 64, 112. 

See Report of the Federal Reserve Board (1929), p. 123. 

12/bzrf. (1930), p. 133. 
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emphasized the important part played by small banks in in- 
creasing the number of failures.^* A typical study of this na- 
ture was made in connection with the unfortunate failure sit- 
uation in 1926. The Board pointed out that “the sections of the 
country in which suspensions were most numerous were the 
sections in which the number of banks was relatively large in 
proportion to the population and in which the communities 
served by the banks are of relatively small size.” Of the 
banks suspending in 1926, nearly two-thirds had a capital of 
$25,000 or less, and were situated in towns of less than 1,000 
inhabitants.^® 

Another comprehensive investigation of bank failures, 
which was made during 1925, found that “the average size of 
2,112 State banks that failed in thirty States since January 1, 
1919 (until August, 1925), was $342,000 in resources, while 
the resources of the active State bank in these States for the 
same period of time was $675,000. The average State bank that 
failed was, on the whole, but half as large as the average active 
bank. It may be concluded therefore that the small bank is 
about twice as likely to fail as (he average-sized bank.” 

However, in 1930 some large institutions closed theii' doors, 
one having as much as $160,000,000 in deposit liabilities and 
two others of $38,000,000 and $35,000,000, respectively, with 
the consequence that average deposits of suspended banks 
were $640,000 in 1930, compared with $300,000 for the pre- 
ceding nine years.” 

The table on page 27 gives a classification of banks sus- 
pended during the (en year period, 1921-1930, according to 
size of center and size of bank. 

Of the 23,852 banks in the United States, June 30, 1930, 
there were 4,931 banks with capital of less than $25,000; 4,865 
banks of $25,000 capital; 5,868 banks with capital above $25,- 
000, but not exceeding $50,000; and 1,040 banks with capital 

13 See sections pertaining to failure statistics of national and State banks, 
Report of the Federal Reserve Board for the years 1921-1930. 

Annual Report of the Federal Reserve Board (1926), pp. 11-12*. 

p. 10. 

13 Hearings before a Subcommittee of the Committee on Banking and Cur- 
rency, U. S. Senate, 69th Congress, 1st Session on S. 1782 and H. R. 2 (Febru- 
ary 16, 17, 18 and 24, 1926), p. 144. 

Report of the Federal Reserve Board (1930), p. 18. 
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TABLE X 


Bank Suspensions, 1921-1930, Cl\ssified According to Size of Bank and 
Size of Centers in Which Located ^ 



Number 

Per cent 

Blinks located 

Number 

Per cent 

Banks with 

sus- 

of all sus- 

in centers with 

sus- 

of all sus- 

capital of — 

pended 

pensions 

population of — 

pended 

pensions 

Less than 
$25,000 

2,670 

38.3 

Less than 500 . . . . 

2,720 

39.9 

$25,000 

1,606 

22 8 

500 to 1,000.... 

1,411 

20.2 

$25,001 to 
$50,000 

625 

9.0 

1,000 to 1,500.... 

695 

10.0 

$50,000 to 
$100,000 

1,206 

17.3 

1,500 to 2,500.... 

674 

9.6 

$100,000 
and over 

760 

10.8 

2,500 to 10,000. . . 

831 

11.9 

Figures not 
available 

120 

1.8 

10,000 and over . . 

656 

8.4 

Total . . . 

6,987 

100.0 


6,987 

100.0 

"^Annual Report of the Federal Reserve Hoard (1930), p. 

133. 


above $50,000 up 

to, but not including. 

$100,000.^8 

In other 

words there w'ere 

almost 

17,000 institutions subject to the 


vicissitudes of the small unit bank.*® 

While it might appear that a Federal statute requiring a 
minimum capitaliiiation of $100,000 for national banks and a 
similar provision for the various State banks would solve the 
capitalization problem, the plan is open to several serious ob- 
jections. First, it would require complete legislative coopera- 
tion on the part of the State governments. In the past such 
cooperation has not been secured. On the contrary Congress, 
by the Act of May 14, 1900, had to reduce the minimum capi- 
tal for national banks from $50,000 to $25,000 in order to 
lower the standard towards that of the States. Second, such a 
plan would cause many small national banks to take out State 
charters in order to remain in business. Third, many com- 
munities, where banks are now operating, would be deprived 
of local banking services if there was not enough business to 
justify a larger capital. And fourth, there might be the danger 

Also see Hearings, Exhibit H, p. 1031. 

For an interesting study to show the survival power of small banks, 
see Ralph Pickett, “Bank Failures in Iowa,” JuurnaL of Business (January, 
1929), Vol. II, No. 1, pp. 65-81. Also see “The Size of Failing Banks,” Com- 
mercial and Financicd Chronicle (Mar. 30, 1930), Vol. 128, p. 1435, for a sum- 
mary of the results of Mr. Pickett’s study. 
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of giving a single local bank a monopoly on the banking busi- 
ness of an entire community. 

While we are faced with a banking situation which applies 
almost entirely to the rural districts, it should be borne in 
mind that there are also a considerable number of small banks 
in tlie huger cities, particularly in the outlying districts. 

Excessive number of banking institutions 

It would not be within the facts to ascribe the large num- 
ber of suspensions in small cities and towns solely to a chang- 
ing industrial development. To be sure, as indicated in Chap- 
ter I, this is by far the most important cause, but the excessive 
number of rural banking institutions and depressed agricul- 
tural conditions arc significant contributing factors. While it is 
obvious that these factors are closely associated, they are 
treatinl separately for the sake of clarity. 

A comparison of the number of banks per 10,000 popula- 
tion by States for a ten year period is shown in Table XI. 
Some degree of correlation appears to exist between this popu- 
latioji data and the suspension ratios sliown in Table VIII. In 
South Dakota there were 8.45 banks per 10,000 population in 
1919 and suspensions of 74.1 per cent. North Dakota had 10.69 
banks on the same population basis and reported 54.4 per cent 
suspensions. Montana with 8.36 banks reported 49.6 per cent 
failures. On the other hand, Kansas with 6.63 banks per 10,000 
population had only 19.7 per cent suspensions and Missouri 
with 4.39 banks, 24.2 suspensions during the ten year period. 
Obviously when there is one bank for each 1,182 population, 
there is a plethora of banking service. In 1930, Canatla, with 


For an auUiontjitivc discussion as to causes of bank difficulties see 
Hvannys, Kxhibit GG, covenii}? suspensions during the years 1921-1927. A 
similar report for the iR'iiod 1921-1929 is now in course of preparation under 
th(' direction of the Division of Ihink Operations, Federal Reserve Board. 
In the opinion of the writer th(' reports of the Board fail to stress the correct 
difference' between primary and secondary causes. For example, doubtful, slow 
or past due pa])er, and heavy withdrawals are invariably treated as primary 
causes, wlu'reas they should be shown as secondaiy and a detailed enumera- 
tion of contemporary fundamental economic forces listed as primary causes. 
Also see O. M. O. Sprague, “The Causes of Bank Failures,” American Bankers 
Association Journal (Ajiril, 1927), Vol. XIX, No. 10, pp. 703-705; ajid Recent 
Economic Changes, ])p. 393-396, prepared by Professor Sprague and Dr. Ran- 
dolph Burgess. 
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TABLE XI 

Comparison of Numbbr of Banks per 10, OIK) Population by States ' 
June 30, 1919-March 27, 1929 



Junk 30, 1919 

Maucii 27, 1929 

Popu- 

lation 

(000 

Omit- 

ted) 

Number of Hanks 

No 

per 

10,000 

Popu- 

lation 

Popu- 

l.ition 

(000 

Emit- 

ted) 

Number of Hanks 

No 

per 

10, 0(H) 
I*opu- 
l.ition 

Natl 

State 

Total 

Nall 

State 

Total 

Alabama . 

2,.^So 

94 

261 

3.55 

1 49 

2,.5.30 

107 

250 

3.57 

1 11 

Arizona 

380 

18 

03 

81 

2 1.1 

439 

15 

.11 

4ti 

1 05 

ArkanRas 

1,830 

78 

380 

461 

2 51 

1,895 

77 

319 

420 

2 25 

California 

3,330 

279 

423 

701 

2 11 

4,10.5 

208 

247 

355 

1 02 

Colorado 

1,080 

127 

211 

371 

3 11 

1,065 

122 

108 

290 

2 72 

Connecticut 

1,330 

67 

150 

217 

1 03 

1,025 

0.5 

187 

2.52 

1.55 

Delaware . 

223 

19 

20 

43 

2 00 

245 

18 

42 

60 

2 45 

District of Co- 











lunibia . 

480 

14 

30 

41 

91 

530 

12 

29 

41 

.77 

Florida 

955 

53 

200 

2.53 

2 63 

1,310 

00 

208 

268 

2 05 

Georgia 

2,995 

93 

653 

748 

2 53 

3,130 

80 

346 

420 

1 36 

Idaho . 

610 

70 

1.38 

208 

4 08 

520 

4.3 

95 

138 

2 05 

Illinois 

0,390 

471 

1,079 

1,550 

2 43 

7,200 

487 

1,315 

1,802 

2.48 

Indiana . 

2,900 

233 

781 

1,034 

3..57 

.3,155 

222 

781 

1,003 

3.18 

Iowa . 

2,250 

350 

1,502 

1,856 

8 20 

2,.530 

205 

1,024 

1,289 

5 09 

Kansas 

2,000 

241 

1,081 

1,323 

0 03 

1,812 

2 47 

810 

1,087 

5 90 

Kentucky 

2,400 

129 

446 

575 

2 31 

2,.530 

139 

439 

578 

2 28 

Louisiana 

1,875 

32 

222 

254 

1 35 

1,930 

33 

192 

225 

1.17 

Maine 

783 

62 

97 

159 

2 03 

787 

51 

80 

131 

1 70 

Maryland 

1,435 

90 

155 

251 

175 

1,625 

82 

1.54 

236 

1 15 

Massachusetts 

3,940 

158 

300 

4.58 

1 16 

4,230 

151 

525 

0.59 

1 61 

Michigan 

3,200 

108 

595 

703 

2 20 

4,125 

131 

.013 

747 

1 69 

Minnesota 

2,390 

305 

1,148 

1,1.53 

6 08 

2,675 

275 

814 

1,089 

4 07 

Mississippi 

2,010 

33 

293 

326 

1.62 

1,793 

.36 

302 

3.38 

1 89 

Missouri . 

3,520 

133 

1,413 

1,510 

4.39 

3,478 

131 

1,191 

1,.325 

3 81 

Montana . 

500 

134 

284 

118 

8.30 

7lH) 

09 

128 

197 

281 

Nebraska . 

1,375 

189 

957 

1,140 

8.33 

1,388 

1.50 

711 

807 

0 25 

Nevada 

120 

10 

23 

33 

2 02 

79 

10 

2.) 

35 

4 43 

New Hampshire 

453 

55 

70 

125 

2 76 

4.57 

50 

08 

121 

2 71 

New Jersey . 

3,095 

203 

171 

374 

1 21 

3,8.50 

298 

272 

670 

1 48 

New Mexico . 

470 

44 

69 

113 

2.40 

395 

28 

30 

58 

1 47 

New York 

10,713 

480 

541 

1,021 

.95 

11,6.50 

505 

577 

1,142 

98 

North Carolina 

2,520 

82 

471 

553 

2 19 

2,930 

74 

428 

502 

1 71 

North Dakota 

825 

172 

710 

882 

10 09 

0,088 

131 

337 

468 

7 01 

Ohio . . . 

5,335 

369 

781 

1,150 

2 16 

0,503 

325 

709 

1,034 

1 58 

Oklahoma 

2,515 

343 

582 

925 

3 68 

2,372 

315 

339 

6.54 

2 76 

Oregon 

025 

87 

178 

265 

2.86 

875 

92 

144 

230 

2.70 

Pennsylvania 

8,930 

834 

643 

1,447 

1 66 

9,6.50 

800 

982 

1,812 

1 91 

Rhode Island 

045 

17 

31 

48 

.74 

685 

10 

23 

33 

.48 

South Carolina 

1,050 

79 

342 

421 

2.55 

1,840 

5.3 

211 

264 

1 43 

South Dakota 

775 

120 

629 

6.55 

8.45 

696 

95 

307 

402 

5.78 

Tennessee 

2,335 

103 

416 

519 

2 22 

2,470 

101 

391 

492 

1 99 

Texas 

4,650 

543 

945 

1,488 

3 20 

5,310 

623 

709 

1,332 

251 

Utah . . . 

465 

26 

99 

125 

2 69 

518 

20 

85 

105 

2 03 

Vermont . 

370 

48 

58 

106 

2.86 

356 

46 

69 

105 

2 95 

Virginia 

2,275 

153 

295 

448 

1.97 

2,520 

165 

322 

487 

1 93 

Washington . 

1,740 

83 

281 

364 

2 09 

1,565 

108 

237 

345 

2 22 

West Virginia 

1,450 

119 

214 

333 

2 30 

1,650 

119 

201 

.320 

1 91 

Wisconsin 

2,050 

147 

798 

945 

3 67 

2,910 

1.56 

807 

903 

3 28 

Wyoming 

200 

42 

106 

148 

7 40 

2.33 

25 

62 

87 

3 73 

Porto Rico 



13 

13 

10 

1,3.85 





Alaska 


■3 

13 

16 

1 70 

91 

4 


’4 

.44 

Hawaii s 


3 

17 


.85 

.310 

2 


2 

.06 

Philippines 

9,250 


10 

10 

01 

11,170 





Total . . 









25,961 

1 98 


^ Compiled from Rcporia of the Comptroller of the Cumney for the years 1010 and 1029. No 
later data available. 











30 BRANCH, GROUP AND CHAIN BANKING 

only eleven banks and more than 4,200 branches, had only one 
bank oflSce to every 2,291 population, and England, with 
twelve banks and 8,300 branches, had only one banking office 
to every 4,653 inhabitants. 

The largest number of banks in the United States was in 
1921 with 22,782 State and 8,030 national banks.^* From 1920 
to 1931 the number of State banks decreased 7,271 and the 
number of national banks 1,096. The situation has been im- 
proved through this reduction in the number of banks. On the 
basis of banks per 10,000 population, the number has been 
reduced from 2.46 in 1919 to 1 .98 in 1929, a reduction of 24 
per cent. There is still much liquidation to be done. North 
Dakota still has 7.01 banks per 10,000 population; Kansas, 
5.90; South Dakota, 5.09; Iowa, 5.09; Nebraska, 6.25. Com- 
menting on this situation and the need for restricting charters 
to small institutions for which there is no need, former Comp- 
troller of the Currency, Henry M. Dawes, said: “The only 
thing that can be done for the unsound banks which are now 
in existence is for the supervising authorities. State and na- 
tional, to help them to bring about liquidation in a way that 
will occasion the least loss and . . . stop chartering too many 
small institutions for which there is no need.” 

Agricultural conditions as a contributing factor to bank 
difficulties 

An important contributing factor to bank suspensions has 
been the depression in agriculture. Unfavorable conditions 
have brought about the foreclosure of 5,021 farms valued at 
$16,310,588, by the Federal Farm Loan Banks, during only a 
two year period covering 1929 and 1930, and the acquisition 
during the same period of 2,179 farms valued at $15,802,677, 
by the Joint Stock Land Banks.-® The ratio of foreclosures to 

21 Report oj the Comptroller of the Currency (1921). 

22 Ilcaringa, p. 1759. In connoction with the quostion of granting new char- 
ters, three rules should be followed in the opinion of the writer: -first, the 
probable volume of business in the community must assure the bank’s suc- 
cessful operation; second, the proposed capital must be adequate for the 
needs of the community; and third, the personnel of its stockholders, direc- 
tors, and officers, must be of such high character that there will be no 
question about the safe operation of the institution. 

Annual Report oj the Farm Loan Board (1930). 
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loans since the inauguration of these systems is over 4.0 per 
cent.-* These figures exclude foreclosed farms held by State 
banks, finance and insurance companies. The situation, from 
the viewpoint of the latter institutions, has been summarized 
as follows : “Estimated on the basis of total value of foreclosed 
farms in the hands of the Farm Loan Banks, the farms fore- 
closed and held by Life Insurance Companies would be valued 
at about 60 million dollars. The amount of frozen assets now 
held by the Farm Loan Banks, amounting to about 50 million 
dollars, is therefore only a part of the non-liquid security held 
by country banks since each bank has relatively large non- 
liquid loans of its own outstanding. A safe guess is that these 
loans far exceed the frozen loans of the Farm Loan Banks and 
Life Insurance Companies. In addition to the large numbers of 
foreclosed farms in the hands of banks, there must be many 
millions of dollars’ worth of paper secured by first, second and 
third mortgages, that are in no sense liquid or bankable, and 
an additional large amount of notes by farmers secured only 
by the hope for a good crop and good prices.^® 

Effect of enforced liquidation in country banks on borrowers 
and depositors 

Enforced liquidation in country banks works a severe hard- 
ship upon the very type of borrowers which it has been 
claimed the unit system of banking is particularly designed to 
protect. Suspended banks in the United States have probably 
caused within the last ten years the enforced liquidation of 
over $2,760,000,000 of loans, chiefly small loans. Bank sus- 
pensions also injure many depositors. It is estimated that 
7,264.957 depositors have contributed to the great total of 
more than $1,700,000,000 of deposits in failed banks during 
this period, and that no less than 114,000 stockholders have 
suffered losses.-** These losses have been nothing short of 
a calamity in the small cities and towns in which the sus- 
pensions have occurred. Such suffering should not be per- 
mitted to continue, especially since it falls on that element 

24 Ibid. 

25 Bernhard Ostrolenk, The Economics of Branch Banking (Harper and 
Brothers, New York and London, 1930), p. 33. 

Hearings, p. 14. 
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of the population least able to bear it, if it is within 
the power of the National Government to provide a 
remedy. 

Public confidence has been so severely shaken in many 
areas that funds, which should find their way into the local 
banks, are probably being withheld, or sent to strong banks in 
large cities. Banking-by-mail has been carried on since 1929 
between Chicago and several areas, particularly lowa."^ While 
the following statement is conjectural in nature, it is quite 
explanatory in a general way of the situation which has given 
rise to such a practice: “In marked contrast, to prosperity, un- 
precedented during the past ten years, in the industrial world, 
and in the business world aside from banking, 15% of our 
baitks have closed their doors and another 60% have taken 
losses that, if known to the public, would shatter confidence in 
the very structure itself. I place the loss to banks and unde- 
serving users of credit in some 20 States, comprising the 
Mississippi Valley, and hence the agricultural section of this 
country, at not less than $5,000,000,000.-* 

The remedy most frequently suggested as a protection to 
depositors is some form of guarantee of bank deposits. Ten 
to twenty years ago it was thought that all the vexations and 
losses attendant upon suspensions could be solved by the 
enactment of bank guaranty laws.^® Laws involving the 
guaranty of deposits of State banks have been in operation 
in Kansas, Mississippi, Nebraska, North Dakota, Oklahoma, 
South Dakota, Texas and Washmgton, but all have been re- 
pealed.**' Things went along smoothly enough so long as only 
one bank failed here and there but when they began to fail 
by the dozen it presented quite another problem. The most 
thorough study of the guaranty of bank deposits theory con- 
cluded with the statement that “the whole movement reveals 
a striking example of the tendency of the American people 
to over-emphasize the influence which legislation can have 

27 Editorial, United States Investor (January 19, 1929), Vol. XX, p. 1. 

28 S. L. Cant ley, “Organized Cooperation the Basis of Sound Banking,'* 
Commercial and Financial Chronicle (October 19, 1929), Vol. 129, No. 3356, 

p. 106. 

20 Thomas B. Robb, The Guarayity of Bank Deposits (Houghton Mifflin 
Company, Cambridge, Mass., 1921), p. 201. 

Hearings, p. 15. 
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upon economic conditions.” Any system of guaranty or in- 
surance of bank deposits is unsound in the opinion of the 
Comptroller of the Currency, who said: “Any attempt to 
maintain the present country bank system by force of legisla- 
tion in the nature of guaranty of deposits or the like, would be 
economically unsound and would not accomplish the purpose 
intended.” It would appear, therefore, that a deposit guar- 
anty system, either from a State or national point of view, 
offers no remedy. While such a system might theoretically give 
the depositor 100 per cent protection in case of suspensions, 
it is not a remedy for the suspension itself. 

Attention is directed particularly to the fact that suspen- 
sions of country banks are not embraced in a period of time 
which has been closed and upon which wo may look in retro- 
spection. The error should not be made of referring to the 
6,987 bank suspensions as thotigh they arose out of some past 
condition. 

The data, which have been submitted above, clearly prove 
that the criticism of the small bank, from the standpoint of 
suspensions and failures, is justified. 

31 Thomas B. Robb, ibid, 

^“Rcpoit of the Comph oiler of the Cuircnry (1929), p 4. 



CHAPTER HI 


THE EARNING POWER OF SMALL 
BANKING INSTITUTIONS^ 

As an important element in the problem at hand, there are 
some rather significant figures as to the earning power of small 
banking institutions. A very large percentage of this group 
is conducting business either at a loss or with steady impair- 
ment of earnings. An analysis of available data relative to the 
net earnings of banks, classified according to loans and invest- 
ments or capital funds, that is, capital, surplus and undivided 
profits, indicates this fact. The inability of many banks in 
small cities and towns to earn a fair profit upon invested capi- 
tal is quite naturally reflected in the large number of failures 
which have occurred during the past ten years. 

Position taken by the Comptroller of the Currency 

In the opinion of the Comptroller of the Currency, “It is 
cause for immediate concern that the operating conditions 
faced by country banks show no prospect of improvement 
under the present system. There are many country banks now 
operated at a loss and many others operating upon earnings 
insufiicient to justify their capital investment.” " According to 
Mr. Pole; 

A study of bank earnings covering the last two or three years, 
which have been years of general business prosperity, shows that 
a large percentage of banks outside of the principal cities — consti- 
tuting three-fourths of our banks and serving the majority of our 
population — are operating with insufficient earnings. There is not 

1 Since the data in this chapter omit certain areas, it is not complete. 
However, while statistics are not obtainable for those districts, available data 
are quite representative. It is believed that the loss in significant datii is so 
slight that the value of the conclusions relative to the earning power of the 
small and large bank is not serioasly impaired. 

^Report oj the Comptroller of the Cwrency (1929), p. 3. 

34 
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available to me the earning statements of State banks but taking 
the national banks as an illustration and 1927 as a typical year, 
later earning figures not being available, 966 national banks 
operated at a loss, and an additional two thousand earned less 
than five per cent. In other words about thirty-eight per cent of all 
national banks earned for the year 1927 less than the yield of a 
high grade security. It is well known that the general run of eountiy 
national banks is certainly not below that of the State banks 
similarly situated. 

Current statistics for State banks arc incomplete for tlie whole 
country, but figures arc available for the calendar year 1926 which 
show that about two thousand State banks operated at a loss. The 
average earnings of all banks, national and State, in one of our 
great agricultural States for the years 1924 to 1928, inclusive, were 
less than 1^/2% on invested capital. In four other great Middle 
Western States, comprising both agricultural and industrial ac- 
tivities, 2,053 banks, national and State, earned in 1927 less than 
6% on invested capital.’ 

In his testimony before the Banking and Currency Com- 
mittee in 1930,^ the Comptroller also said that he felt quite 
certain that similar figures for later years would upon analysis 
disclose an equally unfavorable situation.*'* 

Relation of net additions to profits and capital and surplus 
for national banks ® 

An examination of national banks as a group by States, 
for the period June 30, 1921, to June 30, 1930, tends to sub- 
stantiate the Comptroller's analysis. National banks in Mon- 
tana, Georgia, South (Carolina, Minnesota, New Mexico, 
Utah, Kansas, South Dakota, Nebraska and Oklahoma, re- 
ported either poor average earnings or actual losses during the 
ten year period while the per cent additions to i)rofits on 
capital and surplus for the year 1930 was 2.63 per cent for all 
national banks in Iowa; 11.42 per cent (deficit) for Florida; 
4.28 per cent in Arizona, a State which reported consolidated 
national bank losses for six consecutive years prior to 1928; 

8J. W. Polo, “The Need of a New Banking Policy,” Commercial and 
Financial Chronicle (October 19, 1929), Vol. 129, No. 3356, p. 65. 

^Hearings, p. 12. 

®The Comptroller’s Office has not yet made available such data. 

®The trend of this ratio over a ten year period is considered sufficiently 
representative of the earning power of national banks. 
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4.35 for Missouri; 4.10 for Idaho; 4.43 for West Virginia; 
4.77 for (Joorgia; 4.52 for Colorado; and 4.69 for South Caro- 
lina. In all of these States, this unfortunate record pertains 
to country banks exclusively, the banks in the larger cities 
being reported separately (see Table XII). Due to good busi- 
ness conditions, the year 1929 was a more profitable year for 
banks in a larger number of the sections of the country than 
any of the previous years covered by the table. Therefore, 
data for this year exclusively should not be considered repre- 
sentative of conditions faced by national banks during the 
past decade. 

It will be observed that the same States, which were out- 
standing in connection with suspensions (see Table VIII), 
indicated further weaknc.sses as brought out by earning state- 
ments. The data in Table XII are misleading since they in- 
clude national banks and do not incorporate the much larger 
but financially weaker State systems. Figures for earnings for 
State banks, on a comparable basis, were not available to the 
writer. However, it is to be presumed that comparable State 
bank data, when made available, will probably indicate a 
much weaker position than has been reported for national 
banks. This statement is warranted by the fact that for 
the period 1921-1930 only 9.9 per cent of the national banks 
suspended, whereas 17.1 per cent of the State member 
and 23.6 per cent of the non-member State institutions sus- 
pended.'^ 

Another study of national bank earning power developed 
the fact that national banks experienced decreased earning 
power of over 10 per cent between 1916 and 1926.® Group 
profit ratios for 1916 showed 15.4 per cent in comparison with 
5.27 per cent in 1926.® 

In connection with this matter of bank earnings, someone 
has prepared statistics to show that General Motors, for ex- 
ample, in a recent year, with an investment equal to one- 
fourth of the investment of the national banks of the country, 
had earnings equal to the earnings of aU the national banks 

'Also see Hearings, p. 80. 

* W. L. Crum, Corporate Earning Power (Stanford University Press, 1929), 
p. 109. 

'‘Ibid., pp. 112-113. 
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TABLE XII 

Per Cent Net Additions to Profits -To Capital and Surplus ‘ 

Averages of national banks in selected States and cities, 

June 30, 1921-June 30, 1930 

(Minus aigiis denote deficit) 


States* and 
Cities 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

West Virginia 

13 52 

10 28 

12 05 

11 20 

10 06 

7 51 

7 36 

7 18 

1 51 

4 43 

South Carolina 

() 55 

3 05 

3 21 

7 00 

-2 09 

2 17 

4 72 

7.51 

7 36 

1 69 

Charleston 

10 S2 

8 76 

(») 

(*) 

(*) 

P) 

(0 

(*) 

(*) 


Georgia 

5 38 

2 96 

4 11 

3 ‘.)6 

3 51 

1 7.1 

1 6.1 

1 6.1 

6 56 

4 77 

Atlanta . 

9.85 

8 21 

10 49 

6 76 

46 

10 39 

11 05 

8 61 

10 79 

(») 

Savannah 

(>) 

6 34 

(») 

(*) 

(*) 

(*) 

(^) 

(») 

(*) 

(») 

Florida 

13 93 

8 60 

11 94 

13 36 

20 36 

25 22 

6 62 

3 63 

—2 29 

-11 42 

Jacksonville 

17 41 

9 74 

13 96 

17.75 

25 28 

22 r>9 

11 81 

10 21 

.3 67 

0 59 

M innesota 

10 60 

5 82 

3 90 

3 74 

2 68 

5.16 

.5 16 

5 24 

8 11 

8 36 

Minneapolis . 

11.53 

5.11 

-1 23 

2 80 

774 

8 80 

8 17 

9 62 

10 86 

9 40 

St Paul 

9 82 

12 34 

9 89 

5 95 

7.91 

15 .57 

13 20 

18 45 

-15.35 

15 60 

Iowa 

9 98 

3 14 

3 92 

- .53 

-1 73 

- 6)6) 

-1 85 

1 81 

3 10 

2 6.3 

Dcs Moines 

11 08 

10 41 

6 31 

- 64 

5 95 

1 .56 

1 19 

-2 2r> 

2 05 

2 90 

Dubuque 

12 40 

8 72 

12 20 

6 40 

5 60 

8 80 

8 10 

(*) 

(«) 

(’) 

Sioux City 

4 18 

7 81 

3 27 

63 

-11 26 

2 07 

1 63 

-17 66 

9 70 

5 19 

Missouri 

10 29 

4 55 

5 82 

3 33 

5 01 

6 10 

6 18 

4 28 

5 12 

4 35 

Kansas City 

14 65 

4 48 

-1 28 

- 82 

3 52 

9 96 

9 07 

10 25 

13 91 

1 1 .56 

St Joseph 

11 95 

3 55 

8 39 

-3 85 

6 41 

7 46 

.11 

8 24 

8 97 

-1 27 

St Louis 

10 97 

7 26 

7 30 

7 22 

9 87 

8 90 

6.73 

10 95 

17 .39 

11 58 

North Dakota 

8 13 

71 

1 27 

-6 95 

-2 20 

1 19 

2 29 

2.77 

4 88 

7 86 

South Dakota 

4 90 

(>) 

1 70 

-2 43 

-1 16 

.85 

1 89 

5 04 

6 52 

11.92 

Nebraska . 

9 29 

3 02 

6 12 

15 

1 .50 

82 

2 16 

5.43 

5.45 

7 31 

Lincoln . 

8.44 

4 62 

5 01 

9.03 

7 53 

6 53 

6.71 

8 64 

7.90 

12.10 

O^rnaha 

7 96 

4.26 

1 56 

-6 26 

4 93 

801 

1.74 

11 07 

13 .52 

8.19 

Kansas 

7 25 

5 91 

2 70 

1 87 

2 93 

3.69 

3.03 

'4 88 

8 29 

6 53 

Topeka . 

12 28 

10 92 

8,30 

9 69 

2 85 

8 88 

10 19 

12 58 

9 82 

9 12 

Wichita . 

11 24 

3 33 

3 05 

3 10 

8 87 

6 .59 

8 13 

4 27 

13.11 

12.59 

Montana . 

3 63 

-0 95 

-2 67 

-7 99 

- 41 

5 23 

6 15 

8 19 

8 44 

9 30 

Helena 

6.45 

9 94 

-4 77 

8.52 

2 58 

5 29 

10 97 

(*) 

(*) 

(*) 

W uoming . 

10,38 

4 81 

2 99 

35 

-5 92 

5 70 

8 66 

8 83 

13 5.3 

10 97 

Colorado . 

6 87 

2 51 

1.19 

94 

2 62 

1 79 

4 64 

4.22 

4 66 

4 52 

Denver 

5 81 

8 00 

9 30 

16 06 

8 89 

9 05 

10 74 

13 19 

12 85 

10.94 

Pueblo 

19 24 

1 75 

14 83 

4.74 

12 86 

7 26 

6 31 

(») 

(*) 

(>) 

New Mexico 

4 52 

2 05 

-6 ,55 

-4 11 

-3 22 

1 72 

5 77 

8 .58 

8 72 

10 81 

Oklahoma 

4 46 

-1 45 

-1 22 

-1 96 

2 17 

3 15 

3 95 

8 55 

12 21 

13 66 

Muskogee 

13 23 

5.74 

7 18 

2 73 

9 08 

8 51 

1.5 72 

15 98 

14 30 

(») 

Oklahoma City 

4 21 

5 03 

8 25 

4 35 

11 10 

7 55 

7 69 

16 47 

20 96 

18 66 

Tulsa 

12 69 

3 84 

1 94 

-8.44 

78 

11 21 

14 80 

13 18 

13 .37 

15 56 

Idaho . 

3 35 

-4 35 

-3 71 

-1 43 

-4 43 

1 20 

1 67 

8 02 

4 25 

4.10 

Utah ... 

6 16 

7 46 

3 77 

2 69 

3 72 

6 75 

4 19 

5 36 

5 84 

8 .36 

Ogden 

(») 

7 53 

-2 49 

3 73 

8 .36 

-11 11 

4 78 

(*) 

(*) 

0) 

Salt Lake City 

3 77 

-0.11 

1 06 

-14 48 

7 41 

10 32 

8 90 

8 24 

9 68 

11 68 

Arizona . 

(*) 

-7 04 

-6 42 

-4 .55 

-6 31 

-10 76 

-13 02 

2 45 

4 03 

4 28 


* Compiled from statistics Riven in an exlnustivc studv l>v II N Stronck Co , of the Trends 
of learning Ratios of National Banks bg States (II N Stronek Company, Bank Consultants, ChicaRO, 
Illinois, 1931), p 1. Ratio calculations based on dollar figures compiled by the Bureau of the 
Comptroller of the Currency. 

* Not available 

* Names of States are italicized. 


combined.^® This statement proves nothing and is of interest 
only insofar as it compares the relative earning power of bank- 
ing and industrial corporations. 

Letter from Mr. C. B. Hazlewood, former President of the American 
Bankers Association, and Vicc-Pr(*sidont, First National Ihink of Chicago; 
March 21, 1930, contained this statement. The following comment was also 
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Federal reserve bank surveys 

The Chicago, New York, Philadelphia, Boston, and San 
Francisco Federal reserve banks have made studies from time 
to time of the earnings and expenses of member banks in their 
respective districts classified according to size of bank.^^ A 
survey of the relationship of earnings to invested capital in 
three Eastern districts, one in the Middle West and one on 
the Pacific coast, offers not only a contrast with statistics 
given above, but gives additional representative data for a 
wider geographical area. 'The Kansas City and Richmond dis- 
tricts wonld have been the most representative Southern dis- 
tricts but no comi)arablc study has ever been made in the 
former,*- and no data compiled for any year since 1926 in the 
latter.'® 


Analysis of earnings and expenses in Chicago Federal 
reserve district ' ‘ 

An exhaustive analysis of member banks earnings and ex- 
penses, covering tlie calendar year 1928, was made in the Chi- 
cago Federal reserve district on the basis of size of bank. The 
study will be summarized at this point since it further demon- 
strates the inferior earning power of small banks. 

iiifoipoi Jilt’d 111 Mr. lljizicwoud's letter and indicates earnings of less than 5 
per cent on net invested cjijntal for actujil coinniercial opeiations m the 
banks survesed’ "'Jdie st:it(’inent that commercial operations in a large 
nuiiiliei of bjinlvs show e.iminus on net invested capital of less than 5 per 
cent IS siibsljiiit laleil by statistics from dilTerent States and sections. In one 
middle wesldii Stiile over 1,219 banks had an average ratio of not profits to 
in\ested ca])it;d of 4 22 jier cf’iit If a deduction had been made of any 
eainmgs Ihi’si' bjinks may ha\e luid from sources other than their commercial 
opi’rations, the net inolits would h:i\e been even less. In a surv'ey of banks 
in an ('jisteiii Slat<', it vvjis found the commercial departments actually lost 
money Sivly-eiaht per cent of the checking jiccounts were carried at a loss, 
and 10 p('r ci'iit Ijiiled to show any piolit. ()nly 22 per cent were profitable, 
and the ])iolils were not sutlicK’iit to olf-set the losses.” 

“No oth('r districts luive made comparable studies. Usually the member 
banks an* groiii)! d accoiding to the amount of time deposits. The latest 
available data has Ix'cn utilized in the following sections. 

Letter from A. M. McAdams, Assistant Federal Reserve Agent, Federal 
R('seiv(’ Bank of Kansjis City, June 2, 1930. 

’3 Letter fioni F hh Bioyles, Manager, Statistical Department, Federal 
Ibseive Bank of Bichmond, June 12, 1930. The 1926 data indicated net prof- 
its, Jifter losM's, on lojins and investments under $250,000 of 3 per cent in con- 
trast with 7.3 per cent on loans and investments over $1,000,000. 

This is a biennijd compilation, therefore no data is forthcoming for 
1929. The aiuilysis of 1930 data is not yet available. 
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Net additions to profits for all member banks with earning 
assets of less than $250,000 averaged 1.37 per cent in contnist 
with over 17.00 per cent for institutions with earning assets 
of $500,000 or more.*® Excluding banks in Chicago, institu- 
tions with loans and investments of less than $250,000 earned 
approximately 6 per cent on capital funds, in contrast with 
average earnings of 12 per cent for banks with loans over 
$1,500,000, for the years 1926 ami 1928, before losses were 
deducted. After deductions for los.ses, the smaller group re- 
ported average net profits to capital funds of .5 per cent in 
contrast with over 9 per cent for the larger group (see Table 
XIII). The earning power of small non-member institutions 
would probably have compared even loss favorably. 


TABLE XIII 


Ratio of Kxrninos to C.vpitxl Funds of Member Bvnks for 

Chicago 

District (Excluding IUnks in 

CiiirxGo) 

FOR 1926 

AND 19281 


Not oainings 

Not profits 


(Ix'foro losses) 

(after 

losses) 


1926 

1928 

1926 

1928 

Loans and investments 

Per (‘('lit 

PtTct'nt Poroont Percent 

Less than $250,000 

59 

6.4 

0.7 

03 

*250.000 to *500,000 

81 

9.1 

19 

24 

*500,000 to *750,000 

90 

100 

39 

48 

*750,000 to #1,000,000 

99 

10 3 

54 

5.5 

$1,000,000 to $1,500,000 

10 2 

10.4 

68 

5.1 

$1,500,000 to $2,000,000 

114 

12 2 

78 

68 

#2,000,000 to #3,000,000 

13 0 

126 

8.1 

8.9 

#3,000,000 to #4,000,000 

11.9 

121 

82 

8.1 

*4,000,000 to #5,000,000 

118 

12.7 

91 

97 

$5,000,000 to $6,000,000 

136 

11 1 

87 

67 

$6,000,000 to $10,000,000 

12 4 

12 5 

97 

82 

#10,000,000 to *15,000,000 

13 2 

120 

101 

82 

Over #15,000,000 

12.1 

10 0 

9.8 

7.7 

Total 

116 

10 9 

82 

7.2 


* Hearings , p. 617. 


Larger banks outside the Chicago area indicated a tendency 
toward proportionately smaller expenditures for salaries and 
wages than smaller institutions. For banks with earning assets 
of less than $250,000, the percentage of gross earnings paid 
out for salaries and wages in 1928 was 28.87, while the per- 

Compiled from Analysis of Member Bank Earnings and Expenses in 
19^8, Division of Research and Statistics, Federal Reserve Bank of Chicago, 
October, 1928, p. 3. 
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centages for the group witli earning assets of $500,000 or more 
were 19 and 19.26 respectively. Salaries and wages showed a 
progressive decline for banks up to one million dollars in earn- 
ing assets and remained practically on the same level until 
reaching the $6,000,000 size, after which another drop was 
noticeable, especially for the group with earning assets over 
$15,000,000.i« 

The groups comprising the smaller banks wrote off heavier 
losses than the larger institutions. Losses as expressed in rela- 
tion to average earning assets showed a uniform downward 
trend with the increase in size of bank, and additions to profits 
moved upward, although after the group of banks of $3,000,- 

000 size wjis reached both of these trends were irregular. A 
steady gain in the ratio of earning assets to invested capital 
was noted in the larger groups.^'' 

Statistics tabulated according to the population of the 
centers in which the institutions were located revealed identi- 
cal conclusions with those based on loans and investments.^® 

Relation of earnings and expenses to loans and investments 
of member banks in the New York Federal reserve 
district 

Statistics relative to member banks in the New York and 
Boston Federal reserve districts substantiate above statements 
relative to the earning status of small banks. Net earnings, 
before losses, for the past seven years on loans and invest- 
ments under $500,000, averaged 11.0 per cent on invested 
capital, in comparison with an average of 14.5 per cent on 
loans and investments above this figure (see Table XIV). It 
will also be noted that net earnings outside New York City, 
on loans and investments over $10,000,000, averaged almost 

1 per cent higher than in New York City. This fact tends to 
offset the general opinion that New York City banks are the 
biggest money makers in this Federal reserve district. 

Small institutions disposed of a larger percentage of gross 
earnings for salaries and wages. For the group with loans and 


Ibid. 

17 Ibid. 

1® Ibid., pp. 5-8. 
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TABLE XIV 

Ratio of Earnings to Cai>ital Funds op Member Banks in New York 
Federal Reserve District ^ 



1923 

1924 

1925 

1926 

1927 

1928 

1929 


Per 

Per 

Per 

Per 

Per 

Per 

Per 

Loans and investments 

cent 

cent 

cent 

cent 

cent 

cent 

cent 

Under $600,000 

10.5 

10.3 

11.6 

11.2 

11.2 

10.6 

11.8 

*500,000 to *1,000,000. 

12.2 

11.9 

112 

13 6 

13 9 

12.8 

12.2 

*1,000,000 to *2,000,000. 

14.7 

13.7 

14.7 

14.8 

14.5 

13.8 

12.8 

$2,000,000 to !]i;5,000,000. 

15.7 

13.8 

15.6 

14.3 

13.5 

13.7 

13.9 

$5,000,000 to $10,000,000 

15.2 

16.0 

15.0 

14.2 

14.1 

14.0 

15.5 

Over $10,000,000 

Outside New York 
City 

13.4 

14.4 

14.4 

14 4 

13.2 

14.4 

15.9 

In New York City.. 

13.3 

13.5 

13.4 

13 8 

12.5 

13.3 

14.7 

Total 

13.6 

13.4 

13.7 

13.8 

13.3 

13.2 

13.8 


' C'omi)ilt‘(l tKJin d.it.i iii ^1 Coinijonsou oj tin ()p( Sitt itui lidlios a) lit pn'^nituti re Member 
Banks in the Second Fcdeial Reserve Ihsinct toi (lie calendar yeais 1925, 1926, 

1927, 1928, and 1929 Thehi- Kindles (o\ei .ilmuL 10 seleeied menibei banks in each group. 
Data toi 1920 not ^et available. 


investments under $500,000 the ratio was 21.2 for 1929 and an 
average of 22.4 for the period 1923-1928, in comparison with 
17.4 for 1929 and an average of 17.6 for the period 1923-1928 
for the group with loans and investments of $500,000 or more. 
Losses decreased and additions to profits moved up with the 
increase in size of bank.‘® 

An analysis of operating profits and costs of member banks, 
according to size, in the Philadelphia Federal reserve district 
reveals similar conclusions.*® The only comparable statistics 
for the Boston district apply to earnings for the years 1925, 
1926 and 1927, and indicate net profits of 6.4 per cent for 
banks with loans and investments under $500,000, in contrast 
with 8.4 per cent for groups with loans in excess of this 
figure.^^ 

It should be noted that small Eastern member banks are in 
a much stronger earning position than small institutions in 


Operating Ratios in Second Federal Reserve District, loc. cit., pp. 2-3. 

20 See Analysis oj Operating Costs and Profits oj Member Banks, 
Philadelphia Federal Receive Bank (May 12, 1930), pp. 1-8. Study of 1930 
costs and profits not yet completed. 

21 Annvhl Survey oj Member Bank Income and Expenses in the First 
Federal Reserve District for 1925, 1926, and 1927. The classification of banks 
according to size was abandoned entirely after 1927 since this classification 
appeared to have little or no significance as far as this Federal reserve dis- 
trict was concerned, according to letter from II. R. Bowser, Manager, Finan- 
cial Statistics Division, Federal Reserve Bank of Boston, May 31, 1930. 
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the Middle West, since the latter only show about 75 per cent 
as much income, after losses, as the former. 

Earnings and expenses of member banks in the San Fran- 
cisco Federal reserve district 

Institutions with earning assets of $1,000,000 and under, 
had profits on invested capital of 4.67 per cent in comparison 
with an average of 8.05 per cent for the group with earning 
assets in excess of this figure. The $5,000,000 group had the 
largest earning power, showing 8.95 per cent (see Table XV). 
The situation in this district as regards the relative trend of 
salaries and wages, losses, and net additions to profits was pre- 
cisely the same as that experienced in the other Federal 
reserve districts.*^ 


TABLE XV 


Ratio of I’uofits to Invested Cxfital in San Francisco Federal Resgbvis 

JJlSTHlCT FOR 1927 * 

AvciiiRo Amount of Profits to Invested 

lOarning assets Capital per $100 ^ 


$1,000,000 and under “ 4.67 

$1,000,000 to $1,999,999 5,81 

$2,000,000 to $2,999,999 6,40 

!W,000,000 to .$3,999,999 6 97 

$4,000,000 to $1,999,999 8.11 

$5,000,000 and over 8.95 


' Cumpik'd tioin data in Monthly Revtrto of liusitifss Co/uhtionfi, Federal Keserve Bank of 
San Fianciseo (Deceinbci 20, 1028), p. 00. Latent available data in this distiict. 

^ Lower classitu fit ions ouiitted 

•Jiivesteii cfipital includes capital stock, suiplus and leseives for contiiij^encies. 


Ratio of net profits to invested capital of Illinois banks 

In the Slate of Illinois, except Cook County, for the year 
1920, those institutions with loans and investments under 
$250,000 earned net profits on invested capital, before losses, 
of 6.50 per cent in contrast with an average of 12.27 per cent 

--Monthly Review of Business Conditions, Federal Reserve Bank of San 
Franchseo (December 20, 1928), p. 96. 

The latest data have been utilized relative to the earning status of 
banks in Illinois, Iowa, Michigan, Indiana and Wisconsin. While sections 
dealing with thi\se States are open to the criticism or comment that they are 
not repiTseiitative of the situation in the United States as a whole, they 
cover all available and comparable data. This group of States, comprising 
the Chicago Federal reserve district appears suitable since they incorporate 
a rcpiesoiitativc grouping of agricultural and industrial interests. The group 
has been treated as a whole m the analysis of the Chicago Federal reserve 
district. 
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for the group with loans and investments over $1,250,000 as 
indicated by the following table: 

TABLE XVI 

All Banks in State of Illinois Outside Cook County fob the Yeab 1929 * 


Net profits 

Invested Capital Before Losses 

Under *250,000 6.50 

*250,000 to *500,000 8.67 

*500,000 to #750,000 9.28 

*750,000 to *1,250,000 10.26 

#1,250,000 to *5,000,000 11.24 

$5,000,000 to *10,000,000 13.05 

Over *10,000,000 12A2 


' Compiled from Analysis of Bank Operations in Illinois for the year ending December 
31, iy29, p. 14. Prepared by the Illinois Bankers Association. 


In an analysis of earnings, dividends, and expenses of all 
banks (State and national) in Ilhnois for the year 1929, the 
net losses were 10.09 per cent of gross earnings on earning 
assets under $250,000 in comparison with an average of 5.70 
on earning assets over $1,250,000 (see Table XVll). Statistics 
for Illinois banks therefore indicate the smaller institutions 
have an earning power of only about 50 per cent of the larger 
banks and a much higher ratio of losses on loans and invest- 
ments than the larger banks. 


TABLE XVII 

Losses of All Banks in Illinois During 1929 ^ 


Class 

Number 
of Banks 

Earning Assets 

Ratio of Losses on 
Loans and Investments 
to Gross Earnings 

1 

552 

Under 

$ 250,000 

10.09% 

2 

443 

* 250,000 to 

500,000 

12.50 

3 

204 

500,000 to 

750,000 

11.14 

4 

210 

750,000 to 

1,250,000 

11.48 

5 

282 

1,250,000 to 

5,000,000 

7.00 

6 

52 

5,000,000 to 

10,000,000 

5.73 

7 

34 

Over 

10,000,000 

456 


^ Compiled from Analysis of Bank Operations in Illinois for the year ending December 31, 
1929, p. 4. See C, U. JLi/lewoud, The Bank and Its Dirertorn (Tlie Ronald Pi<*ss, New York, 
1929), pp. 130-137, for interesting calculations from 1928 data collected by Illinois Bankers 
Association. 


Relation of net earnings and net profits and loans and in- 
vestments of Iowa banks 

The status of all banks in Iowa for the years 1924 to 1929. 
inclusive, is given in the table below, which reveals the un- 
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usually poor condition of the banks in this State for the six 
year period. In all respects, it substantiates the data for Iowa 
given in Tables V and Xll. Average net earnings to invested 
capital, before losses, was 9.0 per cent, with net profits, after 
losses, running less than 2 per cent for the six year period. 
However, banks with loans and investments over $1,000,000 
averaged over 4.5 per cent after losses, whereas the smaller 
institutions operated at a loss. 

Data for Iowa for 1928 and 1929 show an improved condi- 
tion over previous years. Failures decreased about 50 per 
cent in comparison with 1927 and preceding years (see Table 
V). Net profits to loans and investments for 1929 were 4.2 per 
cent in contrast with 2.3 per cent for 1928 and a deficit of 
almost 1.00 per cent for the preceding four years. 


TABLE XVIII 

All Banks in State op Iowa' 
( 1924 - 1929 ) 



Net KARNiNas 

Net Profits (After Losses) 

Loans and 
Investments 

1924 

1925 

1926 

1927 

1928 

1929 

1921 

1925 

1926 

1927 

1928 

1929 


Her 

Per 

Per 

Per 

Per 

Per 

Per 

Per 

Per 

Per 

Per 

Per 


cent 

cent 

cent 

cent 

cent 

cent 

cent 

cent 

cent 

cent 

cent 

cent 

Under S75,000 

0 9 

03 

02 

0 9 

27 

35 

-6 6 

-9 6 

-7.6 

-9.5 

-6.6 

-0.6 

5^76,000-$ 100,000 . 

30 

2 5 

3 1 

48 

4 1 

4.7 

-5 6 

-8 8 

- .1 

—5.2 

-1.0 

—0.1 

100,000- 150,000 . 

2 5 

34 

4 0 

45 

54 

6 2 

-7.3 

-t).3 

—5 1 

—5 9 

—1.8 

—1.2 

150,000- 250,000 . 

5 0 

4 5 

6 0 

6 0 

7 0 

8 1 

-2 2 

-1 7 

—2 2 

-1.1 

0.1 

1 9 

250,000 - 500,000 . 

6 8 

6 8 

77 

7 1 

9 2 

112 

- .9 

-1 0 

- .9 

— 1 6 

1.1 

3 V 

500,000- 750,000 . 

72 

78 

8,7 

9 6 

10 2 

13 5 

-1 2 

- .4 

-2 3 

1.6 

3 4 

6 0 

750,000-1,000,000 

7.6 

8 5 

10 1 i 

10 4 

10 2 

12 8 

— 1 5 

.8 

2 7 

1 0 

3.9 

5 0 

1,000,000-1,750,000 

8 9 

8 6 

9 1 ! 

9.1 

n 0 

12 7 

4 1 

5 

4 3 

1.4 

3 2 

4 4 

Over $1,750,000 . 

92 

10.7 

10.9 

97 

11 2 

13 1 

3 3 

6 3 

6 2 

4.4 

3.5 

4 7 

Total .... 

75 

80 

87 

85 

9 7 

119 

.5 

1.0 

1.6 

.8 

23 

4 2 


1 Rt ports of the Committees of the Iowa Bankers Assocmtion (Juno 16, 17, 18, 1930), pp. 30-31 . 


Net earnings to invested capital in Michigan institutions 

Michigan institutions with loans and investments under 
$250,000 earned on invested capital during 1928 about 6.75 
per cent, before losses, in contrast with over 12.73 per cent 
for the group with loans and investments exceeding '$1,000,- 
000, as indicated by the following table: 
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All Banks in State op Michigan fob 1928 ^ 
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Loans and Investments 


Net Earnings to 
Invested (Jaimtal 


Under $150,000 . . . 

$150,000 to $250,000 
$500,000 to $750,000 
$750,000 to $1,000,000 . 
$1,500,000 to $2,000,000 
$2,000,000 to $3,000,000 
$3,000,000 to $5,000,000 
$5,000,000 to $15,000,000 


Teh Cent 


5.18 

8.96 

12.58 

18.27 

13.89 

13.53 

10.78 

12.19 


Total 


11.30 


^ Hearings^ p. 1612. Latest available data. 


Ratio of net profits to loans and investments of Indiana 
banks 

Banks in Indiana for the year 1927 with loans and invest- 
ments under $250,000 earned, after losses, 2'.3 per cent on 
invested capital in contrast with a 7.8 per cent return on loans 
and investments of over $1,000,000, thus indicating the low 
earning power of small institutions in this State (see Table 
XX). 


TABLE XX 

All Banks in 8tate of Indiana for 1927 ^ 


Loans and investments 

Under $75,000 

$75,000 to $100,000 .. 
$100,000 to $150,000 . 
$150,000 to $250,000 . 
$250,000 to $500,000 . 
$500,000 to $750,000 . . 
$750,000 to $1,000,000 
$1,000,000 to $2,000,000 
$2,000,000 to $5,000,000 
Over $5,000,000 

Total . . . . 


Net profits 

Net earnings (after losses) 


Per cent 

4.2 

4.8 
66 

7.9 
90 
92 

9.3 
10.6 
11.0 
10.1 

9.8 


Per cent 

28 

—1.9 

3.4 
50 
6.0 

5.5 
6.1 
7.4 
8.3 
7.7 

6.9 


Hearings, p. 617. Latest available data for all banks. 
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Relation of net earnings and loans and investments of Wis- 
consin institutions 

Banks in Wisconsin for the year 1927 reported earnings, 
after losses, on loans and investments under $250,000 of only 
3.1 per cent in contrast with over 10.6 per cent on loans and 
investments over $1,000,000, thereby showing the inferior 
earning power of small banks in this State. In both Wisconsin 
and Indiana 1928 data reveal an improved condition for na- 
tional banks over preceding years. 


TABLE XXI 

All Banks in State of Wisconsin for 1927 ^ 

Net earnings 


Loans aiul investments Per cent 

Under S150.000 5.9 

$150,000 to $250,000 9.5 

$250,000 to $350,000 11.5 

$350,000 to $500,000 118 

$500,000 to $750,000 13.1 

$750,000 to $1,000,000 121 

$1,000,000 to $1,500,000 14.2 

$1,500,000 to $2,000,000 15 5 

$2,000,000 to $5,000,000 14 0 

Over $5,000,000 12 0 


Net profits 
(after losses) 
Per cent 
1.8 
43 
86 
7.9 
8.5 
7.3 
10.8 
115 
10.1 
99 


^ IfraruK/'t, p (117 L.itcst foi ,ill lunKs 


It has been said that, “Many of the strong and well 
managed country banks have found it necessary to discontinue 
making loans and to build up and carry large cash reserves 
for long periods of time. Due to the fear of lack of confidence 
and in their efforts to be prepared to withstand sudden with- 
drawals, some of these banks have restricted their operations 
to such an extent that they are of little benefit to the com- 
munity in which they are located, and in some communities 
have practically ceased to function. Such banks are necessarily 
experiencing difficulty in earning a sufficient amount to cover 
operating expenses.” 

Destructive competitive methods are one of the most dan- 
gerous obstacles confronting the banking profession and are a 

Hearings, p. 11. This statement was made by the Comptroller of the 
Currency, John W. Pole. 
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significant cause of decreased earnings. Banks are subject to 
several kinds of competition. In the first place, there may be 
competition in service. This problem is closely associated with 
the service charge difficulty.-^ In the second place, banks may 
compete for the product which they deal in, namely, deposits, 
through offering excessive rates of interest on commercial and 
time deposits. In the third place, banks may compete for loans 
by variations in the loan rate or by acceptance of undue risks. 
Over-aggressive solicitation of prospects, unfairness in the use 
of credit checking, the use of solicitors on a commission basis, 
and impossible promises made to prospects are some of the 
evils with which banks have to contend and have brought 
about decreased profits or failures. Possibly, in rural areas, the 
greatest evil is the practice on the part of some banks of pay- 
ing excessive rates of interest on conmiercial accounts. 

While operating costs have mounted, interest rates re- 
ceived by small banks throughout the country have remained 
unchanged,^® thereby reducing income.-^ Income has also been 
reduced for other reasons. Money used to be made out of 
placing mortgages, but the Federal Government has taken 
over the most profitable farm loan business. In addition to 
crediting checks as cash, the country banks have carried small 
accounts that did not pay their way, have drawn wills, and 
performed many other services without charge, which have 
served to decrease income. The remedy most frequently sug- 
gested to increase income is some form of service charge. 


25 The problem of chain store accounts is closely associated with the serv- 
ice charge difficulty. For a discussion of this problem see the following: 
H. Y. Lemon, “Chain Stores and Banks Get Together,’^ American Bankers 
Association Journal (January, 1930), Vol. XXII, No. 7, p. 665; R. W. Lyons, 
“The Chain Store Side," ibid. (September, 1929), Vol. XXII, No. 3, p. 229; 
C. F. Zimmerman, “The Country Bank and the Chain Store Account,” ibid. 
(November, 1929), Vol. XXII, No. 5, p. 457. The latter article reports the 
results of a survey in twenty-two Pennsylvania communities and indicates 
out of 70 accounts, 36 per cent were found to be very satisfactoiy ; 17 per 
cent fairly satisfactory; 26 per cent unsatisfactory; and 21 per cent very un- 
satisfactory. A committee of the American Bankers Association made a na- 
tionwide survey of chain store accounts. It reported an average balance of 
$800, a minimum figure permitting banks to break even in handling chain 
store accounts. The survey is described in Mr. Lemon’s article. 

26 Hearings, p. 18. 

27 See Bryce Edwards, “High Cost of Country Banking,” American 
Bankers Association Journal (September, 1929), Vol. XXII, No. 3, p. 207, 
for a very simple method of analyzing costs in small institutions. 
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The problem of service charges 

Particularly with reference to banks in small cities and 
towns, service charges should be installed. According to a 
survey prepared by the Clearing House Section of the Amer- 
ican Bankers Association, free services have been costing the 
banks $300,000,000 annually.®* The annual loss of the country 
banks alone in the twenty States of the Mississippi Valley 
Conference from the failure of these banks to properly charge 
for the use of money and credit and services has been between 
.$14,000,000 and $15,000,000.®* A nationwide survey indicated 
that if all the banks in the United States would adopt float 
charges more than $50,000,000 (or 5 per cent on a $1,000,000,- 
000 capital investment in banks) would be added to earnings 
annually.** 

An effort has been made to develop interest in the per item 
charge, which seeks to remove the inequalities which fre- 
quently result from flat charges by applying the charge directly 
to the items handled. A country-wide survey made by the 
Commission on Banking Practices and Clearinghouse Func- 
tions, American Bankers Association, during the fall of 1929, 
indicated that only 30.8 per cent of the banks replying (1,000 
in number) were making per item charges of one sort or an- 
other.*^ The table on page 49 indicates the percentage of banks 
in each section of the country which reported making such 
charges on checks payable in other cities. It is interesting to 
note that the southern section of the country reported the 
largest percentage. 

Little headway has been made as far as charges on local 
items are concerned. Only 9.2 per cent of the banks were found 
to be making a charge on such items. However, some progress 
has been made in connection with charges on items drawn 
by their depositors. For the country as a whole, 19.6 per cent 

28 A complete report on this subject wiis presented at the 1929 American 
Bankers Association Convention by the Clearing House Section. See Commer- 
cial and Financial Chronicle (October 19, 1929), Vol. 129, pp. 138-139. 

‘^^Proceedings of the Mississippi Valley Conference on Commercial Bank 
Management (i929), p. 78. 

80 R. W. Putnam, “Making More Money On Float,” American Bankers 
Association Journal (August, 1929), Vol. XXII, No. 2, p. 107. 

81 C. G. Mitchell, “Per Item Charges Pay Profits,” American Bankers As- 
sociation Journal (December, 1929), Vol. XXII, No. 6, p. 591. 
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TABLE XXII 

Banks Employing Per Item Charges by Geographical Divisions^ 
' (December 31, 1929) 


Divisions Per Cent 

Southern States 62.2 

Western States 34.6 

Middle Western States 30.2 

Eastern States 16.2 


^American Bankers Association Journal (December, 1929), Vol. XXIT, No. G, p. 591. 
No later survey h.is been m.ule 

of the banks replying reported making such charges. In the 
Soulii, this figure was 27.2 per cent, while in the East only 12.5 
per cent of the banks stated they were imposing such a charge. 

Banks are evidently showing a disposition to move slowly 
in this respect. While they must realize that they are entitled 
to this source of income, it appears that they fear the reaction 
on the part of their customers who might resent the bank’s 
change of policy in this respect.*- Especially in agricultural 
districts during the period of farm depression, the banks prob- 
ably hesitate to install such charges. Perhaps they fear the 
reaction of putting into effect a charge for float lest they then 
be called upon to pay interest on daily balances.*® 

Higher standards of management 

The remedy most frequently suggested to meet country 
bank problems is the inauguration of better bank manage- 
ment. It has been very well said that, “Theoretically this is all 
right, but in practice it will not work. The small bank cannot 
afford to pay the salary necessary to secure the services of 
well-trained, experienced and capable bank officers.”®^ The 

32 See Booklet 4, “Unprofitable Practices and the Remedy-Per Item and 
Float Charges,” prepared by Clearing House Section, 1929. There is in- 
cluded a detailed plan for installing float charges and a specimen schedule 
of service charges. Booklet 2, “Profit and Loss (Operations,” is also good as a 
check on the trend of profits or losses. 

38 Every *'-1110 a bank advances funds in payment of an uncollected item or 
allows imiiicttiate interest on it, it makes Jin irregular loan for which interest 
should be collected. The depositor is the only one benefited by irregular 
loans and consequently should pay a reasonable charge for the service ren- 
dered. For a further discussion of how to improve earnings through float 
charges, see W. R. Morehouse, “Irregular Loans Commonly Called Float,” 
American Bankers Association Journal (September, 1929), Vol. XXII, No. 1, 
p. 246. 

3* Clyde Hendrix, “Limited Branch Banking Best Adapted to Agricultural 
Needs,” Commercial and Financial Chronicle (October 19, 1929), Vol. 129, 
No. 3356, p. 102. 
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argument of better management sounds plausible theoretically 
but lacks perspective.®* It may be able to postpone the effect 
of these forces but is not a permanent remedy. It is all very 
well to effect economies with business retained but regaining 
business which has been lost,®* and increasing income from 
sources which are rapidly becoming restricted, due to causes 
beyond the control of the individual banker or the local com- 
munity,®^ is quite another question. 

As unit bankers in small cities and towns observe the de- 
velopment of competition in the form of great metropolitan 
banking institutions and bank holding corporations, they 
probably begin to doubt the security of their position no mat- 
ter how well they think their institutions are managed.®* A 
former Deputy Comptroller of the Currency said that, “The 
high ideals being preached to unit bankers by well-meaning 
advocates are beyond the possibility of attainment.” ®® The 
Committee on Recent Economic Changes takes a slightly dif- 
ferent viewpoint and expresses the opinion that, “Exception- 
ally capable management will doubtless enable many to sur- 
mount these various obstacles, but these conditions are not 
favorable to the maintenance of solvency, to say nothing of 
satisfactory earnings.” ** 

The illusion that the particular age in which a given sys- 
tem exists, with its dominant structure and policies, is final, is 
one that is continually being disrupted. From the preceding 

See Heorings, pp. 20-21, for similar views expressed by the Comptroller 
of the Currency. 

3«Soe Mahlon D. Miller, Bank Sales Maimgcment (Ronald Press, N. Y., 
1929), 298 pafzcs, for good discussion of modern methods of obtaining new 
business as utilized by large banks. 

Report of the Comptroller of the Cuirency (1929), p. 3. 

38 See H. N. Stronck, Bank Administration (Rand, McNally & Co., New 
York. 1929), 230 pages, for a very good discussion of new problems con- 
fronting bank administration. Mr. Stronck takes the position that the smaller 
institution can hold its own in this age of consolidation and combination and 
endeavors to translate the principles of better bank management being adopted 
by the largest institutions into the terms of banking on smaller scales. See 
also the following articles by the same author: “The Small Bank’s Chance,” 
American Bankers Association Journal (December, 1929), Vol. XXII, No. 
6, p. 579; “Profit Producing Policies,” ibid. (April, 1929), Vol. XXI, No. 10, 
p. 1011; “An Approach to the Problems of Bank Management,” Commercial 
and Financial Chronicle (October 19, 1930), Vol. 129, p. 80. 

3® C. W. Collins, “Nationwide Branch Banking,” The Bankers Magazine 
(October, 1928), Vol. CXVII, No. 4, pp. 509ff. 

Recent Economic Changes, p. OM, 
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discussion, it would appear that banking institutions in small 
cities and towns are not only less successful in their banking 
renditions but far less beneficent, in view of their lack of ad- 
justment to the new economic order, than has been assumed. 

Theories and practices of American banking should under- 
go great change. Only slight progress has been made in adapt- 
ing our system as a whole to meet modern economic demands. 
Attention must be devoted to developing safer and better 
banking. It is necessary to recognize the fact that banks bear 
risks and suffer losses. It is believed that these losses can be 
reduced, and the remaining risks borne best, by large units 
rather than small units. A recognition of the changes that 
have come about in our banking system, and of the great need 
for further modification of the banking structure, is necessary. 
A revamping of theories seems essential. A full knowledge of 
the advantages associated with group banking and branch 
banking will go far toward initiating the needed modification. 
The remainder of the book is devoted to a discussion of these 
types of banking concentration. 



CHAPTER IV 

CHAIN AND GROUP BANKING 
Introduction 

As mentioned above, no domestic banking question has 
attracted more attention in the past few years among mem- 
bers of the banking fraternity than chain, group and branch 
banking. From the turn which discussion takes at annual con- 
ventions of the American Bankers Association, it is always 
possible to tell what question is uppermost in the mind of the 
banking fraternity. The policies of the Federal Reserve Board 
were not even mentioned in the topics in which the last con- 
vention was especially interested. It was quite clear that par- 
ticular attention was being devoted to chain, group, and 
branch banking. These concentration forces present a subject 
of great public interest as well as a subject which is absorbing 
the attention of the keenest minds in the banking profession 
and of our State and national law makers. An understanding 
of group banking is vitally important if the full significance 
of the movement for an extension of branch banking is to be 
realized. 

Particular difficulties with relation to chain and group phase 
of seismic banking evolution 

The operations of chain and group banking appear at first 
sight to be singularly complex and diflBcult of comprehension. 
This is not due, however, to any mystery of the operations 
themselves, but is the result of their multiplicity and of the 
varied conditions under which they take place. The difficulty 
of a proper study is greatly increased by the fact that the 
corporate control aspect of the movement, in contrast with 
that of the individual, is comparatively new and still in the 
early stages of development. 

More complete statistical information is needed regarding 
the forces that impelled the new developments in banking be- 
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fore conclusions of permanent value can be arrived at regard- 
ing the financial, economic and social effects. However, group 
banking has already openly developed to an extent that en- 
ables one to study its characteristics and possible conse- 
quences, and thereby offer at least tentative solutions to some 
of the knotty questions briefly enumerated below. 

Bankers are pondering over many questions as to the pur- 
pose of a bank holding company, what it may do, and what 
it may not do, as well as benefits inuring to the individual 
member bank by reason of aflBliation with such an organiza- 
tion. What solution can be offered to the problem of super- 
vision and control in connection with inter-state organizations 
that are clearly without the control of a single State? Does a 
group affiliation result in the displacement of local personnel 
and absentee control of credit? What seems to be the trend 
toward size of banks being taken into groups? Assuming a 
continuance of present conditions, will group organizations 
continue to extend their contacts so as to encompass New 
York City and other metropolitan centers, possibly through 
the acquisition of a New York institution? Or are the large 
New York institutions more keenly aware of the importance 
of recent developments than is apparent from their attitude? 
Are they merely maintaining an indifferent public position 
because of their dread of the charge of being a financial 
octopus, and at the same time retaining relations with outside 
institutions which can later be extended into group or branch 
banking systems as the conditions of a later time dictate? 
How will group banking affect the Federal Reserve System? 
Will one or two groups in a district be able to control the Re- 
serve Bank in that district, as some banking authorities now 
fear? Furthermore, the question as to whether concentration 
through affiliations of banks into groups is better adapted to 
social and economic demands of the nation, than centraliza- 
tion through extensive branch banking is one on which there is 
a great difference of opinion. Group banking is presenting 
many such knotty problems.^ 

1 Bankers who were called upon, in person or by correspondence, to furnish 
information were, almost without exception, very obliging and helpful in 
their responses, so that many questions could be answered from this source. 
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Chain and group banking 

Before proceeding further, it seems advisable to consider 
the question of terminology and indicate the basis upon which 
the present chapters have been prepared. In past discussions 
and to some extent at the present time, the terms “chain bank- 
ing” and “group banking” have been used synonymously and 
sometimes as opposed to one another. Frequently the phrase 
“chain or group banking” has been used. 

However, the term “chain banking” has predominated and 
has been more or less generally adopted to describe those 
groups of independent banks which were brought under a 
common management by various devices. The Federal Re- 
serve Board has taken this position and defines chain banking 
as “control exercised principally through stock ownership by 
an individual or group of individuals, or by a holding com- 
pany, or investment company, or in some instances by a bank 
either directly or indirectly through a subsidiary company.” ® 
The Board has not made any attempt to differentiate between 
group and chain banking, but believes it might be advisable to 
differentiate between the terms on the basis of the character 
of the controlling agency.® However, throughout the hearings 
into chain, group, and branch banking, statistics and in- 
formation offered by the Board failed to make any distinction.^ 

In a survey of chain and group banking in the fall of 1929, 
the Economic Policy Commission, American Bankers Associ- 
ation, generalized the terms and established the distinction 
of purpose and operation as between the independent unit and 
the multiple unit banking on the basis of a definition which 
considered “chain banks as those systems in which a central- 
ized administrative control, whether corporate or personal and 
either rigid or informal, directs the operations of two or more 
complete working units, not functionally complementary, each 
working on its own capital and under its own personnel and 
located in one or more cities or States.” ® The Commission has 

^Report of the Federal Reserve Board (1928), p. 30. 

8 Letter from Director of Research and Statistics, Federal Reserve Board, 
December 11, 1929. 

^See Hearings, p. 452. 

® Study of Group and Chain Banking,*^ Report of the Economic Policy 
Commission, American Bankers Association, New York (October, 1929), p. 13. 
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discussed the question of a differentiation and is of the opin- 
ion that a distinction could be made in types of multiple unit 
banking operations in respect to describing them as group 
banking or chain banking, but, from a practical point of view, 
believes that in the banking profession the terms are used 
interchangeably.® If too precise a scientific differentiation were 
attempted, the Commission believes two things might happen. 
One is that in general the change might confuse bankers who 
are used to thinking of the two terms as identical. The second 
is that those bankers who object to being called chain bankers 
would find cause for complaint if their operations were de- 
scribed as chain banking, whereas they might consider them- 
selves engaged in group banking. The Economic Policy Com- 
mission has therefore adopted the practice of describing mul- 
tiple unit banking by the double phrase of “group or chain 
banking” so as to include all types.'' 

At the present time a pronounced tendency exists to dif- 
ferentiate between chain and group banking and give each a 
distinct meaning. The Comptroller of the Currency has made 
such a distinction and described chain banking, in contrast 
with group banking, as a condition in which “a number of 
banks are owned or controlled by the same individual or by a 
group of individuals.” ® The term group refers to “the owner- 
ship and some element of operating control of several banks 
through the medium of a bank holding company.” ® This 
very definite distinction was maintained by the Comp- 
troller throughout the hearings to which reference has been 
made. 

Mr. L. E. Wakefield, President, First Bank Stock Corpora- 
tion, Minneapolis, Minnesota, likewise differentiates between 

Hereafter cited as A Study of Group and Chain Banking. Althouph compre- 
hensive in nature, the definition does not draw a clear distinction which would 
comprehend many border line cases. This fact is admitted on page 13 of the 
report. 

® Letter from Secretary, Economic Policy Commission, American Bankers 
Association, New York, N. Y., December 3, 1929. 

^ Such individuals as the following also take the same position and are 
practically in harmony in their definitions: Professor Ray B. Westerfield of 
Yale University; Craig B. Hazlewood, former President of the American 
Bankers Association; and W. G. Coapman, Secretary of the Wisconsin Bankers 
Association. 

^Hearings, p. 26. 

® Ibid. 
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the terms and emphasizes that group banking is not simply 
chain banking under another name: 

Group banking is the name that has come into common usage 
for this step in the evolution of the American banking system, 
prompted by a need to meet a definite change in economic con- 
ditions. Group banking is not simply chain banking under another 
name. Chains of banks under common ownership or common con- 
trol, usually of a single individual, have existed for generations, 
the majority stockholder or stockholders simply exercising that 
natural right to supervise the operations of all the corporations in 
wliich their holdings represented controlling interests. Chain man- 
agement generally reflected a single dominant individual. Group 
banking, on the other hand, is the association of a number of cor- 
porately independent institutions within a single holding company 
for mutual advantages, the group being built around one or more 
large banks of a territorial nature and its management resting in 
the hands of the banking interests of the territory served.^® 

Mr. George F. Rand, President, Marine Midland Corpora- 
tion, Buffalo, New York, also contrasts the individual versus 
the corporate aspect in the following definition : 

Group banking implies the ownership by a holding company 
managed by bankers of a controlling stock interest in a group of 
banks or trust companies. It is a banking system whereby a num- 
ber of corporately indejjendcnt financial institutions, retaining 
their own identity, capital, personnel, and management, are co- 
ordinated through majority stock control, by a supervising holding 
company, operated by the banking interests of the territory which 
it serves. The stock of this holding company is widely distributed 
among a large number of stockholders. 

Chain banking refers to the ownership of stock control of a 
number of banks, directly or indirectly, by one or more individuals 
who may be bankers, but are more often business men who have 
acquired or operate the banks as adjuncts of their business interests. 
Ultimate stock control is usually lodged in one, or at most, in a 
very few individuals.^*^ 

Mr. Frank W. Blair, Chairman of the Board, Guardian 
Detroit Union Group, Inc., in an address before the annual 
meeting of the Reserve City Bankers Association, April 28, 
1930, pointed out a similar difference but based on the degree 

Hearings, p. 904. 

p. 1182. 
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of control involved. Chain banking is defined as an “arrange- 
ment through which an individual or a corporation exercises 
some control over but owns only a minority interest in the 
stock of several banks.” Group banking, on the other hand, is 
said to refer only to “the complete ownership and control of 
the stock of various banks by a holding company,”^® thereby 
indicating importance of complete ownership to the Guardian 
group in contrast with a mere stock control of 51 per cent. 
The Northwest Bancorporation gives a representative defini- 
tion of group banking as “a banking system whereby a num- 
ber of corporately independent financial institutions, retaining 
their own identity, capital, personnel and management, are 
coordinated, through majority stock ownership, by a supervis- 
ing holding company, operated by the banking interests of the 
territory which it serves.” 

The Superintendent of Banking of New York likewise em- 
phasizes the difference between holding company and indi- 
vidual stock interest. Group banking is said to cover that class 
of activities where “a number of banking institutions, while 
preserving their own identities, and, to a large degree, local 
autonomy with respect to internal operations, loan and invest- 
ment policies, are actually in fact controlled through stock 
ownership by a central holding company operated and under 
the management of experienced bankers.” Whereas, chain 
banking is the term applied where “an individual or corpora- 
tion owns 50% or more of the capital stock of two or more 
banking institutions, or a suflBcient part of the stock of such 
institutions to give to the individual or corporation the con- 
trolling voice in fixing the loan and investment policies of such 
institutions.”^® This definition of chain banking is slightly 
confusing insofar as the word “corporation” is inserted. Obvi- 
ously a central holding company must also utilize the cor- 
porate form of organization. 

**F. W. Blair, “Group Banking Fosters Civic Progress,” The Commercial 
and Financial Chronicle (May 10, 1930), Vol. 130, pp. 3284-3286. 

Ibid. 

J. E. Neville, “Group Banking in the Northwest,” The Commercial and 
Financial Chronicle (February 22, 1930), Vol. 130, p. 1176. 

Report of Superintendent of Banking, New York, for the year endins 
December 31, 1929, p. 13. 

Ibid. 
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These representative selections give an adequate picture 
of current conceptions of chain banking as distinguished from 
group banking. 

Throughout the study, chain banking will be considered to 
exist where an individual or group of individuals, in contrast 
with a corporation, have established majority control or are 
in a position through stock ownership, or otherwise, to exercise 
some control in two or more banks in a restricted geographical 
area. In a chain system, policies are enforced through inter- 
locking boards of directors and interlocking officers, as well as 
through stock ownership. For a common chain banking illus- 
tration, let us turn to three banks. A, B, and C. The president 
of A owns 55 per cent of the stock of his bank. He proceeds to 
purchase more than one-half the stock of each of the other 
two banks. This accomplished, he owns a controlling portion 
of the stock of each of three banks, which still retain their cor- 
pt)rale identity and to all outward appearances, in name and 
organization, are still independent banks. They are now mem- 
bers of what may be technically known as a chain. 

The term is not entirely satisfactory and acceptable for 
contemporary developments for the reason that it has been 
attached in the past to an unsound type of banking expansion 
by which the funds of one bank, directly or indirectly, were 
used to establish a second bank and then in turn a third from 
the funds of the second and so on. This pyramiding process 
continued as far as unwise judgment dictated, and clearly de- 
veloped a weak relationship between invested capital and con- 
trolled capital. Obviously this form of organization was very 
unsound. Consequently there is considerable stigma attached 
to the term chain in some sections.” For this reason many 
bankers very much prefer to use the term group. 

The terms, group banking, bank holding company, and 
bancorporation then have been adopted and applied to cor- 
porate activities, in contrast with individual activities, which 
are fundamentally sounder and do not involve pyramiding. 
In other words, there has been an evolution in terminology. 
Another reason for this evolution is the bad reputation which 

This statement was made to the writer many times, particularly in the 
West and South. 
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chain banking received as a result of the collapse of the chain 
of 180 Florida and Georgia banks of the Bankers Trust Com- 
pany of Atlanta in 1926.^* Furthermore, it would also appear 
that some distinction between corporate and individual con- 
trol is necessary in order to secure a correct perspective of the 
movement on a nationwide basis. It is but a platitude to say 
that the control of a comparatively small group of country 
banks is hardly comparable to an organization which stretches 
over the entire country and literally involves billions in con- 
trol, such as the Transamerica Corporation. 

Group banking then will be said to exist where control is 
exercised by a holding company, or in some instances by a 
bank either directly or indirectly through a subsidiary security 
or affiliate company, whereby a group of stockholders in the 
controlled banks exchange their shares for a price, or permit 
them to be placed under a trusteeship, or exchange their shares 
for shares in another corporation. Insofar as a mutual agree- 
ment exists, on one of these bases, among several institutions 
as a result of which an interbank policy is formulated and 
maintained, group banking may be said to exist. Although 
technically each bank in the group is a separate corporation 
operating with its own capital funds and under the direct 
supervision of a local board of directors, a certain degree of 
unity is achieved for the group as a whole. 

Branch banking 

Chain and group banking are frequently confused with 
branch banking. Branch banking is a system in which the 
branches are merely offices of the parent institution, exten- 
sions of it, but under its direction, with the same officers, 
management and corporate existence. All of the units of the 
organization become merged into a single corporation with a 
common capital, and the entire resources of the parent bank 
stand behind the branch. Only one legal entity is existent in a 
branch system. On the other hand, chain and group banks are 
separate corporate entities, each with its own name, officers, 
directors, operated quite independently of all the others in the 

Haynes McFadden, “The Chain Bank Crash in Georgia,” American 
Bankers Association Journal (September, 1926), Vol. XIX, No. 3, p. 137. 
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chain, but owned by the same central holding company or 
individual or group of individuals. Each bank has separate 
capital and is a distinct organization. Thus the First National 
Bank of Rochester, Minnesota, is a unit bank. So is the First 
National Bank of Great Falls, Montana, and the First State 
Savings Bank of Aberdeen, South Dakota. Each bank has its 
own charter and its own name but the stock of all these banks 
belongs to one holding company, the First Bank Stock Cor- 
poration, which owns a number of other banks besides. 

Moreover, branch and group banking may be found in the 
same company, such as the Transamerica Corporation, which 
controls the Bank of America, N. T. & S. A., and Bank of 
America, N. A., among others, with several hundred branches 
and also a large number of affiliated banking and business in- 
stitutions. 

A further characteristic of chain and group systems which 
differentiates them from branch systems is that the former 
frequently embrace in the same chain or group both national 
and State institutions, and may also embrace institutions lo- 
cated in two or more States; furthermore, they may extend 
into a number of different Federal reserve districts. 

Bancorporation 

In the Northwest the trend toward unification of banks 
taking the form of a central organization or holding company 
has been designated by the term “bancorporation.” The name 
is recent coinage. The officers of the M^arine Bancorporation 
with headquarters at Seattle, Washington, claim credit for 
conceiving and inaugurating its use in 1927. They have made 
no effort to restrict others from using the term and a number 
of bank holding corporations now use it as a part of the cor- 
poration’s name. No dictionary defines bancorporation. It is a 
coined word and is pronounced, bank corporation.^® 

Legal limitations 

Some States prohibit the use of the word bank or any 
derivative in a corporate name unless the corporation is to 

Survey of Group Banking in the United States iOctoher, 1929), p. 
32. Compiled by the Research Department of the Marine Bancorporation, 
Seattle, Washington. Hereafter cited as A Survey of Group Banking. 
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carry on a banking business. Hence there may be some ques- 
tion as to the legality of the use of the term in some States. 
For example, in Arkansas it has been held that: 

All persons, firms, associations and corporations, except such as 
discharge the burden of proving their authority under the laws 
of another State or of the United States ... or except such as are 
subject to the supervision of and have authority from the bank 
commissioner, to engage in the business, or a substantial part 
thereof, of a bank, trust company, savings bank, . . . are pro- 
hibited from using in this State, as a portion of or in connection 
with, their place of business, their name or title, or in connection 
with their office or other place of business, or in reference to them- 
selves in their stationery or advertising, any of the words, or 
phrases, alone or in combination with any other word or phrase, 
“bank,” “banks,” “banker,” “bankers,” “banking,” ... or any 
other word or phrase which tends to induce the belief that the 
party using it is authorized to engage in the business of a bank, 
trust company, savings bank, . , 

In Ohio it is provided that “the use of the word ‘bank,’ 
‘banker,’ or ‘banking’ ... or words of similar meaning in any 
foreign language, as a designation or name, or part of a desig- 
nation or name, under which business is or may be conducted 
in this State, is restricted to banks. . . .” This statute might 
very readily be interpreted to also include “words of similar 
meaning in the English language.” While the statute does not 
expressly provide that the word bancorporation shall not 
be used in a corporate name, it seems clear that the meaning 
of the statute and the intent of the legislature was to prohibit 
such use. Such a word in the name of a corporation would 
probably cause the general public to infer that it was doing a 
banking business within the meaning of the statute. 

In an Illinois case during 1929 it was held that, “The 
word ‘bankers,’ while not mentioned in the statute, is a 
derivative of the word ‘bank,’ the use of which is expressly 
prohibited. The general public has so closely associated ‘bank- 
ers’ with the idea of State protection that they would be mis- 
led in their dealings with a corporation having this word in its 

McKee vs. American Trust Co,, 226 S. W. 293 (Ark. 1924). Italics are 
the writer^s. 

^^ Inglis vs. Pontius, 131 N. E. 509 (Ohio, 1921). 
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corporate title.” It could probably be contended that bancor- 
poration is also a derivative of the word bank and therefore 
prohibited. 

The unrestrained right which corporations of the above 
type have to use the word bank in even a modified form 
should be checked. The sooner the law is made so strict that 
the words “bank” and “bankers” can be used only to signify 
institutions of deposit under supervision, the sooner the fraud 
potential in such misuse of this word will be permanently 
enjoined. 

Investment trust 

While certain investment trusts, such as the Goldman 
Sachs Trading Corporation, may have a majority stock inter- 
est, or what may be termed a controlling minority interest, in 
one or more banks, they do not belong to the class of bank 
holding corporations whose aim is to constitute one large 
entity and form one large, well-knit organization. Points of 
difference may be summarized as follows: “The investment 
trust is interested in investments as such, and as a rule avoids 
such holdings as might involve responsibility in particular un- 
dertakings. The holding company, on the other hand, assumes 
responsibilities of control, management, and shows profits aris- 
ing from the enhanced earning power of subsidiary undertak- 
ings founded or fostered by the parent company, and from the 
capitalization of rising dividends therefrom.” 

Investment trusts usually seek to limit their participation 
in any one industry or company so that they may at any time 
quietly withdraw from a given investment position without 
sacrificing related interests. On the contrary, no matter how 
widely the securities in its general investment portfolio may 
be diversified geographically, the bank holding company is 
closely connected with the success or failure of institutions in 
which substantial interests have been acquired, whether by 
purchase of shares, by direct exchange of stock, or by other 
means. In other words, the latter does not secure as great a 

People vs. Stratton, 167 N. E. 31 (Illinois, 1929). 

2s L. R. Robinson, Investment Trust Organization and Management (The 
Ronald Press Company, New York, 1929), p. 15. 



CHAIN AND GROUP BANKING 


63 


degree of safety by restricting its investments as the former. 
It has also been said, “The Transamerica Corporation, like 
innumerable other large corporations, owns sizable general 
portfolios of investment securities: they follow, however, cer- 
tain lines of activity, such as acquiring substantial holdings in 
financial companies, participating in consolidating, reorganiz- 
ing, and financing them, creating systems of companies under 
one control, and effecting functional groupings among them, 
which are wholly alien to the purposes and program of invest- 
ment trusts.” 

p. 16 . 



CHAPTER V 


TYPES OF CHAIN AND GROUP SYSTEMS 

Principal types of banking chains and groups 

Today one finds individuals, groups of individuals, bank 
holding corporations, security affiliates of banks, investment 
trusts specializing in bank stocks, insurance companies, and 
investment banking houses accentuating the development of 
chain and group banking directly or indirectly. Three out- 
standing types of banking concentration, however, may be dis- 
tinguished as follows: (1) ownership of substantial or con- 
trolling interest in a number of banks by a single individual 
or group of individuals; (2) control by a non-banking hold- 
ing corporation which is not subsidiary to any particular 
bank; (3) control held or exercised by a particular bank 
through ownership of stock, either by such bank directly, or 
through its stockholders or directors. 

It is difficult in some cases to make a definite classification. 
In one case, for example, a trust company whose stock is en- 
tirely trusteed for the benefit of the stockholders of a national 
bank, organized an associated holding company and the latter 
in turn purchased a majority of the stock of a number of 
national and State banks. 

Individual stock ownership 

Chains, the control of which is held by an individual or 
group of individuals, as distinguished from groups where the 
control rests with a corporation, have very well been classified 
by the Economic Policy Commission of the American Bankers 
Association, on the following basis: (1) those headed by a 
single practical banker who acquires control of a number of 
banks and personally directs and impresses his banking 
methods and ideals on them through his individual contacts 

64 
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with them, rather than through any definitely organized sys- 
tem of control — a type found chiefly in country districts and 
involving the operations of small banks; (2) those in which 
the dominating head, with the increase in his multiple bank- 
ing interests, sets up a special directing and supervisory func- 
tion, ordinarily in his principal bank, and systematically con- 
trols the management of the members of his group; and (3) 
those in which a centralized management and bookkeeping 
unit, with standardization of method in detail, is set up by the 
dominant individual and all members of the group are re- 
quired to refer loans to this unit — a type that is to all intents 
and purposes a branch banking system.^ 

By having a controlling interest, the individual or group 
of individuals concerned, commands a majority of the board 
of directors and can direct all policies of the administrative 
staff. Since each bank in a chain system preserves its identity, 
as far as outward appearances are concerned, it is difficult for 
an outsider to discover the controlling interests. 

Information regarding stock ownership on the part of 
individuals or the interlocking of bank directorates is not 
readily obtainable. However, the Bankers’ Directory publishes 
the names of executive officers of banks. A casual examination 
of the list of bank presidents in four States shows one man 
serving as president of twelve Michigan banks. In Oklahoma, 
one man is the head of fifteen banks. A chain of twenty banks 
in Iowa, Nebraska, and South Dakota all have the same presi- 
dent. Similar chains can be found in other States. There is a 
chain of twelve banks in Nevada which is of particular interest 
because, while not an exceptionally large system, it represents 
over one-third of the entire number of banks in the State. 
In one chain in Mississippi the same individual is officially 
connected with ten different institutions, while in another 
chain an individual is officially mentioned in connection with 
seven different banks. These illustrations are representative 
where stock control rests in the hands of a single individual 
or his immediate associates. Since they are principally non- 
competing country banks, interlocking directorates are not for- 
bidden by the Clayton Act, and no special permission is re- 

Study of Chain and Group Banking, loc. cit., p. 12. 
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quired to enable one man to serve as an officer or director of 
several banks.® 

The following table gives the latest available list of the 
largest chains in the United States: 

TABLE XXIII 

Principal Banking Chains ^ 

January, 1930 

Number of Loans and 


Controlling Jntt rest Banks Investments 

Rogers Caldwell, Nashville, Tennessee 2 66 $131,932,000 

Otto Bremer, St. Paul, Minnesota 71 52,932,000 

M. D. Thatcher, et. al., Pueblo, Colorado 8 26,588,000 

George Wingfield, Reno, Nevada 12 18,911,000 

James F. Toy, Sioux City, Iowa 17 13,056,000 

J. M. Kemper, ct al., Kansas City, Mo 8 10,810,000 

Jiidson Rosebush, Milwaukc'e, Wis 4 9,709,000 

A. P. Sleeper, Bad Axe, Michigan 16 5,612,000 

Isaac Haziett, ot. al., Minneapolis 19 5,361,000 

Thurmond Brothers, Oklahoma City 15 4,664,000 

O. S. Hanson, Grand Forks, N. Dakota 14 3,300,000 

A. M. Grimsley, Clanton, Alabama 10 2,086,000 


' Compiled from Federal Rosorvo Roard data presented in Ilearinqs, pp. 163-184. 

* Includes 38 banks formerly reported in A. B Banks chain in Arkansas The Caldwell and 
\. B Bank rhauis faih'd in ihe latter pait of 1930. 

An interesting illustration of a chain organization, in which 
the dominant figure is Mr. Otto Bremer, Chairman of the 
American National Bank of St. Paul, Minnesota,® involves 71 
small banks in Michigan, Minnesota, North Dakota, Mon- 
tana, and Wisconsin. “This individual’s holdings are said to 
be in the nature of personal investment, sometimes constitut- 
ing control, other times only a substantial interest; he usually, 
although not always, is on the board or represented there, in 
the banks in which he is interested, and in some cases serves 
as a senior officer. He has an auditor who calls upon his banks, 
but there is no central management. It is said that naturally 
his leading bank gets the accounts of his other banks, but out- 
side of this benefit he does little in connection with the control 
of the banks. A public bank official says that the member 
banks in this chain do not exchange paper with each other and 

2 For complete list of chains, see Hearings, pp. 163-184. Officers of banks 
are not designated in this compilation. The data include all chains in opera- 
tion on January 1, 1930. 

*A metropolitan bank with resources of $20,000,000. 
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the owner never borrows a cent from any of his banks, so they 
are in no way affiliated.” * Mr. Bremer disclaims premeditated 
chain banking motives. He claims he is simply an investor 
in the stock in a number of banks and the banks in which he 
is a stockholder or otherwise interested are absolutely inde- 
pendent from the others as to management, loaning policy or 
otherwise,® and that therefore “you would hardly call this 
chain banking.” ® However, it is quite apparent that this sys- 
tem represents a distinct type of chain banking. It would be 
inaccurate to group this chain with chains comprising only a 
few country banks for comparative purposes, since banking 
standards are doubtless higher than in the average chain. The 
same logic probably applies to all of the large chains listetl in 
Table XXIII. Nevertheless, branch or group systems arc con- 
sidered more desirable. 

Bank holding corporation or bancorporation 

The modern expedient to secure control of a group of banks 
is a bank holding corporation or bancorporation. This method 
of establishing control is becoming increasingly important and 
is the most important in existence today. The legal mechanism 
of the movement is rather simple. It is based, not upon any 
act of the banks themselves, but rather upon the right of a 
shareholder of the bank to sell his stock, and the right of a 
corporation to buy it.'^ Possessing legislative authority to hold 
stocks of other corporations,® the group company proceeds to 
purchase, either with cash or with its own securities, a major- 
ity or all of the shares of the banks which it plans to affiliate. 
The affiliated banks maintain their separate corporate exis- 
tence and are nominally independent. Yet, inasmuch as the 
holding company may elect a controlling number of directors, 
it probably can effectively control their management, and 
operate their institutions in accordance with a unified plan. 


^ A Study of Group and Chair) Bankinq, loc. cit., p. 38. 

^American Banker (February 20, 1930), p. 12. 

® A Study of Group and Chain Banking, Inc. cit , p. 38. 

7 For further detailed discussion of legal aspects, see chapters dealing 
with Federal and State legislation. 

® See broad privileges granted to Transamerica Corporation in this con- 
nection, Hearings, pp. 1456-1459. 



68 BRANCH, GROUP AND CHAIN BANKING 

Capital may be raised, in part at least, by cash subscrip- 
tion on the part of the public. Some holding companies, how- 
ever, are closely held and the public is not permitted to par- 
ticipate. The dominating interests either supply necessary 
cash or authorize stock exchange. A common method utilized 
by the holding company is to exchange its shares for shares 
in banks in the proposed system and to authorize the issuance 
of shares only for this purpose. In another type of holding 
corporation, the group of shareholders in controlled banks may 
exchange their shares for a cash consideration. The holding 
company is also sometimes closely held by stockholders of a 
given bank by having the stock trusteed pro rata for their 
benefit. 

The following classification includes the organizations in 
which a non-banking corporation is the central controlling ele- 
ment: (1) where the holding company, not subsidiary to any 
particular bank, is the supreme administrative unit and in 
which all banks belonging to the system are subordinate mem- 
bers, the holding company being closely held; (2) those of this 
same administrative type in which the authorized capital is 
issued only through the equitable interchange of the holding 
company’s stock for the stock of banks, under a mutual under- 
standing that a centrally directed chain system is being cre- 
ated; and (3) those in which the capital of the holding com- 
pany is created by cash subscription open, in part at least, 
to the public, and is employed to purchase, in the open mar- 
ket, the controlling stock interests in a number of banks.® 

It is clear, therefore, that all groups are not organized in 
the same manner, but the general plan is the same. Theoreti- 
cally, the member banks of the group are the holding com- 
pany; they form the holding company, are represented in 
it, and decide what its policies shall be. In reality, it will 
be found that in every system of importance, a financial 
group centering in a large city bank exercises the dominating 
influence.^® 

The following table presents the latest available list of 
important bank holding corporations: 

Study of Group and Chain Banking, loc. cit., p. 12. 

Hearings, p. 456. 
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TABLE XXIV 

Principal Bank Holding Corporations in Order op Resources ^ 
January, 1930 

(Dollar figures in thousands) 


CovTUOLLiNQ Interest 

Number 

OF 

Banks 

C\PITVL, 

Surplus, 

Undivid?:d 

Profits 

Loans \ni> 
Investments 

Resources 

Transamcrica Corporation, New 
York City 

18 

8216,180 

$1,418,361 

$1,891,201 

Detroit Bankers Company, Detroit 

21 

89,191 

005,032 

711,006 

Manhattan Company, New York 

4 

97,723 

328,789 

729,174 

Marine Midland Corporation, 
Buffalo 

19 

57,760 

425,436 

520,956 

Mellon Group, Pittsburgh 

6 

102,228 

66,828 

419,936 

403,966 

549,184 

509,949 

Guardian Detroit Union Group . 

36 

Northwest Bancorporation, Min- 
neapolis 

92 

44,423 

339,754 

454,141 

First Bank Stock Corp., Minneapolis 

78 

40,993 

339,267 

433,074 

Anglo-N a tional Corp . , San Francisco 

17 

28,536 

146,138 

277,691 

Wisconsin Banksharcs Corp. . 

18 

28,265 

1(58,466 

243,312 

National Republic Bancorporation 

8 

1 23,155 

193,383 

242,603 

Associated Banks of Pittsburgh . 

8 

39,805 

166,255 

216,463 

Fourth and First National Group,* 
Nashville, Tenn. . . 

8 

23,729 

110,421 

174,992 

First National Associates, Atlanta 

7 

19,960 

110,303 

136,248 

Southwest Corp., Tulsa, Okla, . 

21 

20,192 

77,753 

138,000 

BancoKentucky Corp., Louisville 

6 

14,696 

97,429 

120,710 

First Securities Corp., Syracuse . 

14 

12,393 

115,559 

119,610 

First Seattle Dexter Horton Group,* 
Seattle 

7 

11,267 

97,029 

109,974 

Citizens and Southern Holding Co., 
Savannah ... . . 

7 

10,159 

72,489 

80,798 

BancOhio Corporation, Columbus 

4 

10,045 

72,245 

79,834 

Financial Institutions, Portland . 

10 

7,162 

65,200 

71,500 

Federal National Affiliates, Boston 

8 

4,730 

58,007 

61,040 

First Security Corporation, Ogden 

25 

5,015 

34,723 

51,062 

Marine Bancorporation, Seattle . 

10 

5,631 

35,484 

50,185 

Old National Corporation, Spokane 

22 

3,876 

32,981 

43,890 


^ Compiled from Federal Reserve Board data presented in Hearings^ pp. 
163-184; and American Banker (February 20, 1930), pp. 8-12. The Banoo- 
Kentucky Corporation failed in the latter part of 1930, probably due to dis- 
honest or inefficient management. 

* Purchased by Rogers Caldwell and included in Table XXIII. 

* Formerly First National Corporation. 


The First Security Corporation of Ogden, Utah, is a good 
example of the first type of bank holding corporation, where 
the holding company, not subsidiary to any bank, is the su- 
preme administrative unit and all banks belonging to the 
system are subordinate members, the holding company being 
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closely held. While the First Security Corporation owns an 
average of 90 per cent of the stock of 25 banks in Utah, Idaho 
and Wyoming, and 100 per cent of the First Security Com- 
pany, an investment organization, there is no bank which the 
corporation terms as the parent bank in the group. The home 
office of the corporation is at Ogden, Utah. Its three principal 
banks are the National Copper Bank of Salt Lake City, First 
National Bank of Ogden, and the First Security Bank of 
Boise, Idaho. On account of a branch of the Federal Reserve 
Bank being in Salt Lake City, the National Copper Bank is 
the principal bank in the handling of the transit business of 
the system.^^ The corporation is closely held. The Eccles In- 
vestment Company and the J. M. and M. S. Browning Com- 
pany, the sponsors of the organization, own over 90 per cent 
of the Cffass B stock and are also the largest holders of the 
Class A stock.^^ 

The two largest holding corporations in the Northwest, 
the Northwest Bancorporation and the First Bank Stock Cor- 
poration, offer interesting examples of organizations in which 
a non-banking corporation is the controlling element. The 
Northwest Bancorporation was started by men at the head of 
the Northwestern National Bank of Minneapolis. The First 
Bank Stock tkirporation, on the other hand, was organized by 
two institutions, the First National Bank of Minneapolis and 
the First National Bank of St. Paul. A substantial majority 
of the stock in the holding company is held equally by the two 
banks.*® In California, in spite of the fact that branch banking 
is most extensively practiced in that State, the holding com- 
pany plan has been utilized as a means for extending the scope 
of operations of some of the leading branch banks. The Bank 
of America, N. T. & S. A., has developed the most complete 
system of branches in the country but also is affiliated with the 
country’s most extensive bank holding company, the Trans- 
america Corporation. The Bank of Manhattan, with its broad 
charter granted in 1799 that permits it to engage in activities 

American Banker (February 20, 1930), p. 12. 

First Security Corporation of Ogden (E. H. Rollins and Sons, Los 
Anjielcs, California, May 1, 1930), p. 2. 

Tx'ttor from A. J. Vie^gel, Commissioner of Banks of Minnesota, July 
22, 1930. 
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other than banking, transferred its banking business to a new 
banking unit known as the Bank of Manhattan Trust Com- 
pany. The original Bank of the Manhattan Company, under 
the new arrangement, is being utilized as a holding company 
for a group of banking institutions with the possible thought 
of extending the scope of the Bank of Manhattan on a na- 
tional basis, if federal laws make such a move feasible. This 
statement, of course, is a mere conjecture. 

Bases of exchange of stock 

A few representative corporations have been selected which 
afford an adequate illustration of bases of exchange of stock. 
The Northwest Bancorporation, for example, usually acquires 
banks by issuing stock of the holding company, except in cases 
where it is necessary to recapitalize a bank.^* In such in- 
stances, the old capital structure is wiped out by losses or 
reserves set up for possible losses.^® The basis for conducting 
negotiations has been explained as follows: 

All exchanges are made on as uniform a basis as is possible, 
taking into consideration the capital, surplus and undivided profits, 
resources in use as capital and net aceruals; the foregoing con- 
stituting the bank’s total invested capital. The total invested 
capital, the volume of deposits, and the average earninp over a 
5-year period to a great extent determine the ratio of exchange. 
Of course, management and future prospects for growth and 
strategic location are also taken into consideration. 

When an agreement has been reached on the exchange ratio, 
the bank is examined by our own examiners who make the examina- 
tion without having in mind the terms of the contract and ultimate 
consummation of the deal. The examination is unbiased with the 
end in view of obtaining all information possible regarding the 
[irospective affiliate. Before affiliation is finally brought about, 
the undesirable assets are eliminated and the bank comes into the 
group on a clean basis.^® 

This policy is sound except insofar as the period of time is 
concerned. It would appear that a five year period is an inade- 
quate basis for valuation in an agricultural region subject 
to unusual business vicissitudes. 

Hearings, p. 807. 

Ibid. 

^Ubid. 
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The Guardian Detroit Group is another example of the 
same type. The basis of exchange of stock of the group com- 
pany for that of the banks or trust companies acquired has 
been stated by Mr. Robert 0. Lord, President of the company, 
as follows: 

In general, the inetliod was to reduee to a parity of actual value 
both tlie stock of the holding company and the stock of the bank 
to be acquired; and earnings of both institutions were also reduced 
to a parity — both factors being given due consideration in aiTiving 
at a basis satisfactory to both parties at interest. In this manner 
any tendency toward dilution of either actual value of the shares 
of earning power was minimized. 

Actual values were determined by an examination of the assets 
of the bank with which negotiations were under way; and the bank, 
through its representatives, in turn, was afforded an opportunity to 
satisfy itself as to the value of the shares of the group company.” 

Two criticisms of this valuation policy appear warranted. In 
the first place, future prospects for growth do not seem to 
have been considered. Secondly, the method of reducing to a 
parity of actual value the stocks of the holding company and 
the bank to be acquired, as well as the earnings of both insti- 
tutions, calls for certain arbitrary assumptions. Since actual 
value and book value are considered to be synonymous, an 
arbitrary valuation of the book value of present loans and 
investments is necessary. Furthermore, the lack of a uniform 
procedure for compiling the earning statements of bank hold- 
ing corporations and banks complicates the procedure of re- 
ducing the earnings of both institutions to a parity. 

Generally speaking, the policy of the Transamerica Cor- 
poration is to acquire its holdings of bank stocks through the 
issuance of its own stock in exchange therefor, but this policy 
does not prevent it from using cash for part or all of the pur- 
chase price if that means will be helpful in any given case.^* 
No details are available as to the basis upon which the ex- 
change of shares takes place. 

All of the 3,016, 870 outstanding shares of the First Bank 
Stock Corporation have been issued in exchange for the stock 

^‘'Hearings, p. 1047. 

M/btd., pp. 1343-1345, 1429-1431. 
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of aflSliated banks, with the exception of 200,000 shares sold 
through the First Minneapolis Company and the First St. 
Paul Company to the general public at $47.50 per share, and 
32,000 shares sold to the oflScers and employees of the affili- 
ated corporations at $42.50 per share.^® The stock exchange 
basis is similar to that described above in connection with the 
Northwest Bancorporation. A certain amount of similarity is 
observed in the policies of these two large Northwest concerns. 
According to Mr. L. E. Wakefield, President: 

In every case a very thorough examination is made before the 
jjurchase is completed, and all undesirable assets are either removed 
from the bank or insured by adequate guaranty. In some cases 
where undesirable assets are removed, the accepted assets are 
guaranteed by deposit of a portion of our stock, given to them in 
exchange for theirs. We require all depositing stockholders to 
guarantee the validity of their stock, and also require them to sign 
a guaranty protecting us against any liabilities of the bank exist- 
ing on the date on which the deal is closed, and now shown on 
the balance sheet. The number of shares of our stock given in 
exchange for the stock of afliliating bank or corporation is de- 
termined both by the amount of net capital assets which we re- 
quire, and by the earning power of the bank or corporation over a 
period of years.*® 

The Marine Midland has a little different plan in that the 
purchase price usually includes a larger percentage of cash. 
Over 1,000,000 shares were underwritten and sold to the public 
at $60 a share when the corporation was first organized. This 
public sale was made by Stone & Webster and Blodget (Inc.), 
White, Weld & Co., Chas. D. Barney & Co., Schoellkopf, Hut- 
ton & Pomeroy (Inc.), and Marine Union Investors (Inc.), 
and 75,000 shares underwritten without commission by certain 
individuals were sold to the management at the same price 
paid by the public.®^ These transactions gave the corporation 
nearly $65,000,000 in cash, which constitutes the largest 
amount of cash available to any bank holding company com- 
mencing operations in the United States, with the exception 

i» Ibid., pp. 893-894. 

^°lbid., p. 893. Occasionally this corporation incorporates new banks and 
pays in the capital in cash. 

Hearings, p. 1177. 
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of the Transamerica Corporation, that has come to the atten- 
tion of the writer. This situation clearly explains the substan- 
tial portion of the purchase price usually paid in cash, even to 
the acquisition of the Fidehty Trust Company, New York, 
as a Wall Street connection for the holding company and aflBli- 
ated banks. 

Degree of holding corporation stock ownership 

No uniform policy exists regarding the percentage of stock 
ownership. In the case of the West Coast Bancorporation the 
established policy requires that control be not less than two- 
thirds of the bank’s stock, but actually this control ranges 
from eighty-eight per cent up, and in some cases all the stock, 
except the directors’ qualifying shares, is owned by the corpo- 
ration.-- In the case of the Northwest Bancorporation, only 
ownership of sufficient stock to assure control is required, the 
balance being placed among five or six representative business 
men so that the institution’s local color is not destroyed.®* 
Over ninety per cent of the stock of affiliated banks is con- 
trolled by the First Bank Stock Corporation.®* Other examples 
could be cited but these three bancorporations are suf- 
ficiently illustrative of the representative bank holding cor- 
poration in this respect. Generally, though not in every 
instance, the group relationship implies a majority stock 
interest.®® 

As a result of the wider dissemination of bank stocks to 
investors of all classes, holding to a large extent for invest- 
ment purposes, it is probable that extensive stock interests 
are unnecessary to assure the attainment of desired ends. 

Control exercised by a particular bank 

Control of a number of banks may be exercised directly or 
indirectly by a particular bank through a security affiliate as 

22 Letter from Andrew Miller, Secretary, West Coast Bancorporation, 
October 23, 1929. 

2« licttcr from J. F. Millard, Vice-President, Union Investment Company, 
October 26, 1929. This company is affiliated with and operates under North- 
west Bancorporation policies. 

2“^ Jlcamigs, pp. 913-915. 

^^Fedeial Reserve Bulletin (December, 1929), Vol. XV, p. 766. 
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well as a holding company. In the majority of such cases the 
stock is owned pro rata by the stockholders of the parent bank, 
but occasionally it is placed in trust and held in the name of 
trustees who are directors of the main institution. This trustee 
device centralizes administration and prevents any transfer of 
stock of one institution without the other indorsement of 
ownership usually being made directly on the stock certificates 
of the parent bank. 

Direct, or subsidiary, ownership of a security affiliate or in- 
vestment company is confined to State banking institutions 
and is by no means generally allowed even under State law. 
National banks, and banks organized under the laws of many 
States, are prohibited from owning stock in this class of cor- 
poration. Furthermore, cases in which banks and trust com- 
panies directly own controlling stock of other banks are at a 
minimum due to the fact that, generally speaking, banks do 
not possess legislative authority to hold the stocks of other 
banks, or at least sufficient to control. This accounts for the 
greater number formed under the pro rata type of organiza- 
tion.^® 

In those organizations in which a particular bank is the 
controlling element, the following types of systems are found: 
(1) those in which a State bank or trust company owns di- 
rectly the controlling stock interests in a number of other 
banks or trust companies whose administration it dictates; (2) 
those headed by the corporate affiliate of a single State or na- 
tional bank or a trust company in which stock ownership in 
the affiliate coincides with stock ownership in the bank; (3) 
those headed by a holding trust or company whose stock is 
trusteed pro rata for the benefit of a given bank’s stock- 
holders; and (4) those in which directors, interlocking direc- 
torates, officers or a group of officers of a bank control and 
direct other banks.^^ 

Examples of banks that fall into this class, on the basis of 
the latest available information, follow: 

20 H. H. Preston and Allan R. Finlay, ^'Investment Affiliates Thrive,” 
American Bankers Association Journal (May, 1930), Vol. XXll, No. 11, p. 
1075. Also sec “Era Favors Investment Affiliates” Uune, 1930)' No. 12,’ p! 
1153, by same authors. 

27 A Study of Group and Chain Banking, loc. dt., pp. 11-12. 
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TABLE XXV 

PuiNCiPAL Groups Cuntu()llf:d By O^E Metropolitan Bank^ 
Jiinuaiy, 1930 

(Dollar figures in thousands) 

No. of Cap , Siirp. Loans and 

Conti oiling IntiTost Banks Und Prof. Investments Resources 


First Nalioiuil Bank, Chicago 

7 

$55,226 

$512,669 

$572,663 

Union Tiiist Company, Pittsburgh 

7 

45,623 

458,901 

485,723 

Pt'oplos Pittsburgh Tuist Co ... 

7 

15,826 

167,180 

185,326 

Commc'rco Trust Company, Kan- 

sas City 

5 

10,127 

98,618 

110,723 

First National Bank, Atlanta ... 

7 

10,623 

104,954 

110,623 

First National Bank, Portland, 

(1 logon 

4 

5,390 

42,861 

54,795 

Atlantic Tiust Co., Jaoksoiu ilh' .. 

G 

3,808 

31,938 

38,436 

Hartford Trust Co., Hartford, 

C'onn 

7 

3,712 

34,186 

38,439 

Ainorican National Jkink, Nash- 

villo 

15 

3,697 

32,470 

45,983 

First National Bank, Miami 

6 

3,849 

26,700 

32,390 

People’s Tiust & Guaranty Co., 

Hackensack 

9 

3,669 

25,427 

31,689 

Fletcher Savings & Trust, Indian- 

apolis 

7 

2,896 

23,926 

30.195 

Fust National Bank, Tampa 

8 

1,815 

21,682 

28,996 

Fiist National Bank, Dothan, 

Alabama 

8 

1,132 

8,686 

12,174 


' Compilod from Ileannfj.t, j) 450; and Amencan Bankir (February 20, 1020), p. 8. 


Many of the large banks in Chicago, Detroit, and other 
important cities have assumed substantial control of smaller 
outlying institutions by means of the acquisition by individual 
directors of stock holdings in the latter banks.-'* Control may 
also be exercised by a given bank through affiliating director- 
ates through an agreement on the part of the officials of 
the banks concerned to cooperate and divide the business. This 
amounts to practically the same thing as control. For example, 
an application for a larger loan than one of the banks is able 
or cares to handle may be granted through a split-up among 
the group. 

The prestige and reputation of the banks are backing up 
the affiliated security companies. These concerns may be re- 
garded in a class by themselves, differing on the one hand, 
from bank holding companies, and on the other, from ordinary 
companies possessing no established backing at the start. 

According to their charters, they have practically unlimited 

Report of the Federal Reserve Bank of Chicago (1929), pp. 1-2. 
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powers. They may hold, underwrite, acquire, purchase, sell and 
generally deal in stocks of other banks, as well as insurance 
companies and other classes of corporate stocks. They may 
engage in any transactions of a financial or individual nature 
authorized by the law of the State under which they are in- 
corporated. A variety of business enterprises may thus be rep- 
resented in their lists of investments but, since they are pri- 
vate undertakings, these lists are not made public. 

It has been alleged that it is unsafe for banks to be united 
with them in an identity of ownership management since they 
have within their powers the right to buy and sell or speculate 
in stocks. It is alleged that the temptation is great at times 
to use the funds of the bank to finance the speculative opera- 
tions of the security companies.^® 

Insurance companies 

With the growth of insurance companies, especially stock 
insurance companies, there is a possibility that they may be- 
come investment corporations or trusts,®'* and. control many 
banking, industrial, and public utility corporations. By the 
U.SC of the initial capital and surplus, and premiums collected, 
the officers may possibly invest the funds for the purpose of 
controlling other enterprises, and conducting the business of 
insurance at a loss.®^ 

Since the law regulating investments of fire insurance com- 
panies is more lenient than for other types of insurance, par- 
ticularly life,®® it is likely that fire insurance companies would 
bo more useful for the purpose of securing control of banking 
institutions. It is interesting to note, in this connection, that 
the largest insurance company, which the Transamerica C!or- 
poration has acquired, is the Pacific National Fire Insurance 
Company.®® 

Another interesting case is in connection with the so-called 
National Liberty gi’oup of insurance companies. At the time 

Hearings, pp. 141-143. 

30 S. B. Ackerman, Insurance (Ronald Press, New York, 1928), p. 522. 

8^ Ibid. 

82 /bid. See Chapter XXVIII, pp. 515-528, for complete discussion of in- 
vestments of insurance companies. 

88 Hearings, p. 457. 
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of its merger with the Goldman Sachs Trading Corporation, 
the Financial and Industrial Securities Corporation, although 
independently managed, had an interlocking directorate with 
the Manufacturers Trust Company, and controlled a group of 
insurance companies consisting of the National Liberty In- 
surance Company, Peoples National Fire Insurance Company, 
and the Baltimore American Insurance Company. Control of 
these companies, therefore, was automatically transferred to 
Goldman Sachs interests. Control of this group has been pur- 
chased by the Home Fire Security Corporation, affiliated with 
the Home Insurance Company of New York, from Goldman 
Sachs interests, thereby associating the latter with an out- 
standing insurance organization, since Mr. Ralph Jonas con- 
tinued as a director of each of the three companies and Mr. 
Henry S. Bowers, of Goldman Sachs and Company, was 
elected to the board of the Home Fire Insurance Corpora- 
tion.®'* 

In all probability, the combined purchases of two fire in- 
surance companies controlled by Mr. A. B. Banks,®" President, 
American Southern Trust Company, Little Rock, Arkansas, 
facilitated the development of a chain of 38 banks with re- 
sources of $40,000,000.®* As indicated above, this chain failed 
during the latter part of 1930. 

These illustrations of insurance company control of bank- 
ing institutions are sufficient to indicate the possibilities of- 
fered through the medium of interlocking relations of insur- 
ance companies in the field of group banking. 

Investment corporations 

In addition, certain investment corporations not subsidiary 
or affiliated with any particular bank, are also securing con- 
trol of banks. The United Founders Corporation is an inter- 
esting example. The corporation, a holding company with 
consolidated assets of about $350,000,000,®’ has formed the In- 

Journal of Commerce (New York, April 18, 1930), p. 6. 

35 The writer has been unable to secure the names of these companies. 

38 A Survey of Group Banking, loc, cit., p. 6. 

37 The United Founders Corporation owns 77 5 per cent of the American 
Founders Corporation stock and has smaller holdings in the four other in- 
vestment companies in the group. These are the International St'curities Cor- 
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vestment Trust Associates, a subsidiary company, to take over 
interests which United Founders has purchased in important 
banks in various parts of the country.®® 

The acquisition of the United National Corporation of 
Spokane, Washington, a holding company controlling seven 
banks in the Pacific Northwest, is indicative of the expansion 
of the United Founders Corporation into the field of group 
banking.*® Over 145,000 shares of the participating preferred 
stock and 10,750 shares of the common stock have been pur- 
chased.*" Acquisition of controlling interests in other banks 
was expected to follow the formation of a bank holding com- 
pany subsidiary.** 

No statistics are available as to the extent of the activity 
of such investment corporations in the banking field through- 
out the United States but they must be considered as signifi- 
cant in view of the rapid development of organizations sim- 
ilar to the United Founrlers Corporation during the past 
decade. 

Investment trusts specializing in bank stocks 

A survey conducted by the Federal Reserve Board does not 
include any instances where a substantial amount of bank 
stock is owned by an investment trust purely as an invest- 
ment — without any control. Such cases, through the acquisi- 
tion of additional stock, may of course give rise to actual con- 
trol over a group of banks in the course of time.*® There is 
one group that is perhaps best illustrative of this type, 
namely, the Goldman Sachs Trading Corporation of New 
York which formerly controlled three banks in New York, 
one in California, and one in Pennsylvania, with aggregate 
loans and investments of $816,000,000.*® 

])oration of America, the Second International Securities Corporation, the 
United States and British International Company, J^td., and the American 
and British Securities Corporation. Corporate stocks of all types are pur- 
chased. Also see New York Times (July 11, 1930), p. 29. 

38 Also sec New York Times (October 5, 1929), p. 32, and ibid. (May 
25, 1930), p 9 (Section 2). Capitalization data not available. 

((October 5, 1929), p. 32. 

^Ubid. (July 11, 1930), p. 29. 

(October 5, 1929), p. 32. 

Hearings, p. 456. 

43 Ibid., p. 177. 
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Investment banking institutions 

Investment banking houses, not structurally affiliated or 
associated with a commercial bank, are also investing funds 
in controlling interests of a group of banks. While data relative 
to such purchases are not available, it requires no great imag- 
ination to see that if commercial banks continue to develop in- 
vestment and security companies in the future as rapidly as in 
the past, investment banking houses must do something to 
protect themselves. Kidder, Peabody and Company, of New 
York, Boston and Chicago, arc understood to have been par- 
ticularly active in this respect in New England. Investment 
banking organizations will probably become more important 
factors in banking concentration over the next decade. 

Trust estate method 

An interesting case came to the writer’s attention during 
an interview with a banker in a large city m Kentucky, which 
may or may not be of significance. Nevertheless it should be 
cited as a possibility under certain circumstances, for example, 
where State law is sufficiently elastic, and sizeable trust estates 
exist. In this particular instance, a local national bank secured 
control of another local bank, with resources of $10,000,000, 
by purchasing stock through its Trust Department in con- 
nection with the administration of certain large estates, to- 
gether with comparatively small purchases by individual 
officers of the acquiring bank. The bank did not directly own 
any stock nor were any laws violated. No ulterior motive ex- 
isted, that portion of the funds of the estates so invested was 
placer! in the stock of a conservative institution, and control 
was effected. 

Fiscal agent method 

In this particular method, the controlling group secures 
its status through performing fiscal agent functions for a num- 
ber of unit banks. The service is performed for a flat minimum 
fee basis for a period of years, usually five at least, in connec- 
tion with the following services: investing surplus, borrowing 
outside, arranging loans which are too large for the banks to 
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handle individually, pass on credits, examine periodically, and 
finally, if necessary, meet with the local board of directors 
regularly 

The formation of a system on such a basis appears to have 
become extinct since the disastrous failure of the Bankers 
Trust Company of Atlanta in July, 1926, and is mentioned 
only as a matter of historical interest. From the standpoint 
of the banks in such a system, it possesses relatively few 
merits and is open to many serious objections which are dis- 
cussed in the following chapter. The advisory bank or com- 
pany does not own any of the stock of the banks in the organi- 
zation, as a rule, but through an agreement i)urports to im- 
prove banking policies and for all intents and purposes 
has control."*® 

^^Sce ComwoTCinl and FtnancinI Chronicle (Soptomber 11, 1926), Vol. 
123, pp. 1332-1335 

Haynos McFaddc'n, “Tho Chain Bank Crash in Georgia,” American 
Bankcifi Assuemtion Journal (Septeinlier, 1926), Vol XIX, No. 3, p. 137. 
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HISTORY OF CHAIN AND GROUP BANKING 
IN THE UNITED STATES 

Origin and early development ^ 

The history of chain banking furnishes a most interesting 
background preliminary to an examination of group organiza- 
tions. Chain bank systems under the control of one or more 
individuals are of long standing. Of course, they do not con- 
stitute the new clement in banking presented by the substan- 
tial growth of group banking systems owned by holding 
companies or dominated by relatively large city banks. While 
it is difficult to point to a definite beginning of chain systems, 
available records show that the first banking affiliations prob- 
ably had their origin simultaneously in the South and North- 
west about 1890. 

Chain banking in the Northwest prior to 1890 

The earliest instance of which record has been found of 
chain banking in the Northwest was that of Mr. David H. 
Beecher, who first established a bank at Park River, North 
Dakota, in 1884, and followed it in 1887 by the organization 
of a bank at Milton, North Dakota, acting as President of 
both institutions. In 1890, he was instrumental in the estab- 
lishment of the Union National Bank of Grand Forks, North 
Dakota, and in the years that followed, a number of other 
banks were similarly organized." 

1 Statistics regarding the early development of chain and group banking 
arc very limited. Little attention has been given to the movement in the 
past. Only two writers have discussed the subject and the most important of 
these touched only a limited area in the Northwest States. 

^Commercial (November 1, 1902), p. 23. Also cpioted by M. L. 

Ilartsough, The Txoin Cities As A Metropolitan Market (University of Min- 
nesota Press, 1926), p. 145. 
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Use of chain banking in the Northwest after 1890 

Chain banking in the Northwest developed considerably 
after 1890, as men in control of a single country bank bought 
into or organized other banks in neighboring communities. 
The practice seems to have spread rapidly. In 1901, C. H. Ross, 
of Minneapolis, and C. H. Davidson, of Carrington, North 
Dakota, owned a majority of stock in twelve banks, and had 
also organized the Farm Mortgage Loan and Trust Company 
at Carrington. In 1902, Mr. Beecher was operating seven 
banks of which he was chief officer.® While the development 
aroused considerable comment, it did not apparently give rise 
to much opposition. However, there would not have been 
much cause for it, for the individuals responsible were men of 
capital who were furnishing banking facilities where they had 
not existed before, and who had no more ulterior motive than 
the making of additional profits by the furnishing of these 
services.^ Investments of additional capital were made by a 
diffusion of banking establishments in agricultural communi- 
ties, because that procedure offered more profits, as well as 
more benefits, than the building up of a large institution in 
any one center. There was no apparent motive or concentra- 
tion of control. It is worthy of notice, as bearing on this point, 
that the earliest instances of community of interests were all 
in North Dakota, a purely agricultural district which was 
just being settled, where banking facilities were scantily dis- 
tributed and where the capital with which to increase them 
was mostly in the hands of a few men.® 

Early chains in the Pacific Northwest 

Evidence has also been found of chain banking in the days 
of pioneer banking in the Pacific Northwest. It occurred in 
several cases where stockholders of Portland, Oregon, banks 
were owners of majority interests in other banks located in 
outlying regions within the State.® Detailed information as 
to dates and individuals involved is not available. 

3 Hartsough, op. cit., p. 145. 

^Ibid. 

3 Ibid., p. 146. 

« Editorial, “As To Chain Banking,” Oregon Voter (December, 1928), p. 6. 
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Origin of chain systems in the South 

However, the originator of extensive chain systems in this 
country was Mr. William S. Witham, who organized what was 
known as the Witham chain in the South in 1889. Beginning 
with one bank and a capital of only $5,000, the organization 
grew slowly at first, and in later years more rapidly, until 1911 
when the chain comprised 125 banks. Subsequently Mr. 
Witham was superseded by one W. D. Manley, and the chain 
was operated under the direction of the latter until it was 
forced out of existence in 1926, chiefly as a result of the 
collapse of the Florida land boom and unwise management. 
The following account of Mr. Witham’s enterprise was told 
by one who was actively identified with his organization for 
many years: 

Al)out 1889 William S. Witham returned to Georgia his native 
State, with $5,000 and an idea. lie got both the $5,000 and the idea 
in New York. It was Mr. Witliam^s idea to siipi)ly banking service 
to numerous small towns in Georgia. Many towns, at that time, 
had no banking facilities whatever; Georgia was still suffering 
from the influence of the Civil War. 

Mr. Witham organized his first small bank. He became its 
cashier. He invested his $5,000. His personality and abounding 
energy brought almost instant success to his little bank. He soon 
had two banks, then it was the same old story of success. He 
bought another one and another one and so on. Compared with 
l)resent day ideas in finance, some of Witham’s ideas seem crude, 
i)ut it must be remembered that he was a pioneer. He also had 
little time to study. 

After acquiring a few banks, he had himself appointed fiscal 
agent of his affiliated banks. For this service he received a small 
salary from each bank. As fiscal agent, he shaped the policy of 
his member banks, and actually appointed most of the cashiers, 
though of course the final authority rested with the directors. 
The fact is, however, that banks usually accepted the cashiers of 
his choice and through the cashier he had practical control of 
banks where he did not have stock control. 

After a period of prosperity, Mr. ^^'itham organized the Bankers 
Finance Comi)any. lie soon had more than fifty banks under con- 
trol. He conceived the idea of guaranteeing deposits. Presumably 
there was actually a fund provided for this purpose. At any rate it 
was so advertised and it was influential in drawing deposits into the 
Witham banks. 

About 1905 the Witham organization secured control of several 
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small banks around New York City. These banks at that time had 
more deposits than they could lend profitably. The AVitham or- 
ganization devised a plan that operated more or less like the call 
money market in New York. Banks that had surplus funds, par- 
ticularly, the eastern institutions, deposited them with the Banker’s 
Finance Company, which in turn loaned these funds to banks in 
the South that were not able to meet demands out of their own 
deposits. These funds were placed on call and borrowing banks paid 
6 per cent for them. 

In the latter part of 1911 there wore about 125 banks in the 
Witham chain. With few exceptions each member bank was paying 
1750 to the AVitham organization for acting as “fiscal agent.” 

At this time the caiiital was increased and the name changed 
to the Bankers Trust Comiiany of Cieorgia. Mr. AVitham was super- 
seded by AV. D. JManley. Manley had been trained under AVitham 
but he failed to follow AA'itham’s conserv.ative course. His manage- 
ment, however, was aggressive and the number of banks in the chain 
rapidly increased. Expansion took ])laec ehieliy in Florida. AVhen 
the land boom in Florida collapsed, Manley’s Florida banks, that 
is, a large number of them, closed their doors. Manley went down 
with his banks. 

The Witham system was interesting in many ways. It was a 
pioneer in its field. This chain had more banks, though they were 
small, than any one holding company had ever controlled. It had 
many sound features. For instance, each member bank was required 
to send to the central ollice a detailed statement twice each week. 
In addition the AAhtliam system had its own auditors who made 
exhaustive reports on each bank several times a year. The call 
money arrangement was good in principle and enabled banks in 
the East to get a better rate for their funds than they could get 
in their own locality. At the same time borrowing bankers were 
able to obtain funds quickly at a reasonable rate.^ 

Shortly after the failure of this chain of banks the Secre- 
tary of the Georgia Bankers Association pointed out a number 
of causes which contributed to the failure of the system.® He 
showed that the funds syphoned out of these banks were not 
employed in pursuit of commercial banking purposes, but were 
diverted into highly speculative real estate promotions and 
other adventures in finance, calculated neither to serve the 
needs of the communities involved, nor to advance their 

7 Editorial, “Group or Chain Banking Grows,” Wall Street Journal (Octo- 
ber 18, 1929), p. 16. 

® Haynes McFadden, “The Cliaiii Bank Crash in Georgia,” American 
Bankers Association Journal (September, 1926), Vol. XIX, No. 3, p. 137. 
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growth and development. All of those which closed were in 
one chain. This does not imply that the country banks in the 
chain were guilty of intentional wrong. In no instance that 
has come to light may the fault be traced to bad local loans of 
the country banks. Investments submitted by the head of the 
system were not placed under ordinary scrutiny by the affili- 
ated banks. They were taken on faith. There accumulated 
little by little, but in ever increasing volume, investments, 
loans, and participating certificates that swamped the country 
bank portfolios with worthless paper. This paper was floated 
in behalf of corporations owned, controlled, or directed by 
W. D. Manley and his associates. At the time of the crash, 
this class of paper amounted to more than twelve million dol- 
lars. The following reference is quoted from the receiver’s 
report: 

The Bankers Trust C’oinpany has participating certificates out- 
standing in a .sum a|)i)ro.\imately $1,000,000. In addition to all 
other liabilities the Bankers Trust Company has sold notes of 
otiicrs amounting to approximately $11,750,000. Wc are advised 
(hat the Bankers Trust Company guaranteed the payment of 
them. The amount that they guaranteed and the amount of the 
notes that they may have matured and may have been paid by the 
makers is undetermined. 

It appears from the records examined that the principal items 
of participating certificates and notes sold were executed by officers, 
affiliated companies, and comiiaiiies in which officers arc interested 
or identified. The iilan of issuing these certificates may be briefly 
stated as follows: The loan would be executed in a given amount 
payable to the order of “ourselves.” The Bankers Trust Company 
would then issue iiarticijiating certificates to equal the amount 
of the note and sell the certificates to various banks and others. 
Upon some of the jiarticipating certificates, which were issued the 
payment is guaranteed by the Bankers Trust Company. It is this 
liaper, almost without exception, which in our opinion has caused 
the closing of the banks in Georgia and Florida associated with 
this company.® 

Neither the Bankers Trust Company in Georgia nor the 
Bankers Finance Company in Florida were under bank super- 
vision nor did either possess a bank charter. They were simply 
corporations operating as fiscal agents of some 60 Florida 

® Ibid. 
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banks, 120 Georgia banks, and a few scattered Eastern insti- 
tutions. There was no limit or restraint upon the use which 
this alliance could and did make of the loanable funds of the 
banks in both States for which the respective corporations 
acted as fiscal agents.^® 

Irregularities and questionable practices were not discov- 
ered sooner because the banks were scattered over two States 
subject to different supervising authorities, and no simul- 
taneous examination had ever been made. Moreover, the liead 
office which exercised control over all of these banks was itself 
not under the supervision of the banking department because, 
theoretically at least, it did no banking business and did not 
accept any deposits.^^ 

This failure is perhaps the most significant reason for the 
element of disfavor which the term chain carries with it. It 
should be cited as the outstanding example of the dangers 
associated with such systems.^ “ 

Chain banking in New York City in 1907 

Alexander Noyes has described the activities of a specu- 
lative financier in New York City which serves as a typical 
illustration of methods utilized in early chains. This instance 
presents a striking contrast with the operations of bank hold- 
ing corporations or group systems today. In the first place, 
stock of a so-called foundation bank was collaterallcd for 
loans. The proceeds of the loans so obtained were then used to 
purchase stock control of other banks which it was desired 
to bring into the chain. Since the plan consisted of nothing 
more than pyramiding, it was not very successful. While pros- 
perity reigned, it appeared to be successful. When a period 
of depression arrived, however, the entire chain collapsed 
through the failure of one of the member banks. The activities 
of this speculator have been described as follows: 

Ibid. 

R. S. Hecht, Our Unit Banking Syatew, State Bank Division, American 
Bankers Association, New York (1929), p. 9. 

12 For further detailed facts in connection with this failure, see Commer- 
cial and Financial Chronicle (September 11, 1926), Vol. 123, pp. 1332-1335; 
ibid. (July 24, 1926), Vol. 123, pp. 411-412; and ibid, (July 17, 1926), Vol. 123, 
pp. 285-286. 
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One of the characteristic incidents of the era of speculation, 
watched by the financiers with much uneasiness, had been what 
was called ^^jhain banking.” In New York City, half a dozen bank- 
ing institutions of the second rank had been bought up by a 
sp(‘ciilating financier. lie had used his stock in one institution as 
collateral on which to borrow money; the proceeds he had used 
to buy stock in another bank, repeating the process with each new 
acipiisition. Controlling his “chain of banks” on such a tenure, he 
h;is iis(*(l the whole of them to ])romotc his personal speculations. 
This had been going on during half a dozen years. On Wednesday, 
October 16, 1907, one of these institutions, The Mercantile Na- 
tional of New York C'ity, a bank with $11,500,000 deposits, applied 
to the other banks of the Clearing House for help.^^ 

Early chain systems in Wisconsin 

The Goniinisioner of lianking of Wisconsin in his 1922 
Report described the experience the Wisconsin Banking De- 
partment had with some of the early chains as follows: 

It was in January, 1919, I believe, that one chain system met 
with disaster in Minnesota, resulting in the banking department 
of that state closing fourteen banks of the chain in one day. 
It was found that all of the banks were loaded to the limit with 
the same class of paper. Oincers of the coi'poration and several 
oflicers of the bank were sent to the penitentiary as the result of 
this crash. 

The AViseonsin Banking Dei)artment has had experience with 
the efforts of promoters to gain control of Wisconsin banks. Within 
the past two years a North Dakota citizen who owned several 
banks in that state, in Minnesota, in Illinois and Indiana sought 
to nurchasc control of several AVisconsin banks. His method was 
to pay for the stock out of the assets of the bank, substituting 
North Dakota paper for the good AAlsconsin paper which he 
turned over to the shareholders in payment for their shares. 
Fortunately the department learned of his efforts and prevented 
the carrying out of his plans. He is now under indictment in other 
states and four of liis banks have been closed. 

This chain system might not be objectionable if the manage- 
ment of the controlling corporation was always conservative and 
their total investment in paper limited to a very small amount. 
This policy is not always followed by the controlling corporation.^^ 

Alexander Noyes, Forty Years of American Finance (Houghton, Mifflin 
Co., Boston, 1923), p. 365. 

Annual Rtport of the Commissioner of Banking of Wisconsin (1922), 
pp. xvii and xviii. 



HISTORY OF CHAIN AND GROUP BANKING 89 

Disadvantages of chain banking 

One may readily see from the foregoing illustrations the 
many potential dangers that attended the grouping of control 
of a number of financial institutions under the supervision and 
administration of one or more individuals. Unscrupulous indi- 
viduals frequently loaded the banks with paper from the agri- 
cultural or industrial enterprises or speculations in which tliey 
were interested instead of diversifying their risk in accordance 
with the sound, fundamental principles of banking. 

These chains were situated very largely in the rural dis- 
tricts, and the member banks of the cliain were princijially 
small country banks. This condition was and still is quite 
prevalent in the agricultural regions of the West and South. 
Many of these chains have come to disaster through the failure 
of all of the banks which constituted them.^® During the many 
years this type of bank ownership has been in existence it has 
not been considered as a trend toward a fundamental change 
in our banking system, nor has it related itself to the question 
of branch banking.^® 

Experience has taught that a chain under the absolute 
control of one individual is not ordinarily successful and in 
the interest of banking business as a whole.^^ 

As has been stated above, one reason for the use of the 
word “group” is merely to get around the aversion which has 
clung to the word “chain” due to the failures of such a large 
number of these chains. Particularly since the failure of the 
Manley chain, the term chain banking has carried with it an 
element of disfavor.^® 

1® No information is available as to cliain failures except insofar as it is 
known that many failed durinR the panic of 1907 an<l the yeai-s immediately 
followiiif?, and the economic depression of 1920-1921. Durini' the panic of 
1907, monetary strinsency fell with particular force on country banks. By 
reason of inter-relation of stock intore.sls, the trouble of one institution was 
conveyed to others of the .system, resulting in widespread collapses. See 
Hartsough, op. cit., pp. 150-152. 

Hearings, p. 26. 

Letter from John A. Reed, State Commissioner of Banking, Wyoming, 
July 26, 1929, emiihasized this point in connection with chain systems in 
Wyoming. 

Heatings, p. 26. 
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Early development of bank holding corporations 

Beginning about 1900, a new phase of development showed 
itself. The first chains had been the work of individual men, 
who had gradually built up their interests on the basis of per- 
sonal credit and capital. Once the practice was well estab- 
lished, and its advantages apparent, companies began to be 
formed for the main purpose of holding stock in country banks. 
These holding companies frequently capitalized the personal 
influence of one man, and at the same time increased the 
scope of operations by raising money through the use of the 
corporate form of business organization, which permitted the 
sale of stock to the public. 

The first company organized for holding stocks of banks 
for the purpose of control, of which the writer has record, was 
the Adam Hannah Company, which was formed by Adam 
Hannah in 1900 in Minnesota. He had become associated with 
country banks through the farm loan business, which he had 
begun about fifteen years previously in the Nortliwest, and 
which he had built up by the use of capital furnished by 
Scottish investors. The bank holding company funds were 
secured almost entirely from the same source, some of the 
capital being used to enlarge the scope of the original business 
but much of it being invested in the stock of country banks.^® 
Another company was formed in 1903 by F. H. Wellcome, who 
had become interested in a number of banks, and who with 
his associates, organized the Union Investment Company, 
with a capital of $100,000, for the purpose of organizing and 
acquiring an interest in country banks. This company affiliated 
with the Northwest Bancorporation in 1929.-“ 

Texas furnishes an interesting example of a group of banks, 
the members of which were established as branches of a special 
charter bank. Under the general banking law of 1905, branch 
banking was prohibited. One of the earlier banking commis- 
sioners desiring to bring existing institutions as far as possible 
into conformity with the new law persuaded the owners of 
one special charter institution to incorporate its several 

ITiirtsough, op. cit.f p. 146. 

20 Policies, Aims,” Pamphlet issued by Union Investment 

Company (1929), p. 2. 
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branches as separate banks. This was done, a trust company 
in Fort Worth at first serving as a holding company. Unified 
control still exists, but the form has been modified and some 
changes have been made in the banks included in the group.“^ 

The Union Securities Company of Spokane, Washington, 
has operated continuously since 1909. During that period it 
has controlled as high as twenty-five country banks in Wash- 
ington and northern Idaho.®® 

An interesting statement was found in the Report of the 
Commissioner of Banking of Wisconsin for the year 1909: 

A new feature of banking has manifested itself of late which 
if j)crnntted to go unliindercd will eventually result in a monopoly 
control of the banking business. I refer to the so-called holding 
comjianics which are increasing with alarming rajudity in various 
states of the country. One of these companies, with headquarters in 
Minnea|)olis, owns a controlling interest in more than fifty banks 
in Minnesota, Iowa, Wisconsin and the Dakotas. In Wisconsin 
eight or nine are now controlled by this company, though other 
companies have recently been organized in Minncaiiolis for the 
purpose of getting control of banks either by buying up a majority 
interest in banks now in existence, or by organizing new banks.^’ 

The Continental Securities Company was established in 
1910 by M. S. Hclgerson, who had been a banker in North 
Dakota for some years. With him were associated a banker 
from Renville, Minnesota, one from Havre, Montana, and 
several other North Dakota bankers.®^ The Grandin Invest- 
ment Company, organized in 1914, had among its ofiicers 
two men interested in country banks in Minnesota.®® The 
principal figure in the Bankers Holding and Investment Com- 
pany, organized in 1917, was Leon M. Bolter, President of 
two banks in Minnesota and three in Montana and a man who 
had been active in country banking circles in the Northwest 
for twenty-two years.®® The Ulland-Mealey-Carley Company 

2* H. H. Prrston, “The Trend to Chain Banking,” American Bankers Asso- 
ciation Journal (April, 1928), Vol. 20, No. 4, pp. 761-762. 

22 /hid. 

Report oj the Cojnmissioncr of Banking of Wisconsin (1909), p. 16. 

Commercial West (November 26, 1910), p. 17. Quoted by Hartsough, 
op. cit., p. 146. 

Ibid. (May 16, 1914), p. 10. Quoted by Hartsough, ibid, 

^^Ibid. (May 12, 1917), p. 16. Quoted by Hartsough, ibid. 
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was organized in 1919, by J. S. Ullaiid, who was President of 
the P(jrgus Falls National Bank, and was interested in other 
Northwestern financial institutions as treasurer.^^ The John 
W. JRack Coiui)any was also formed in 1919. 

Since 1900 the development of bank holding companies in 
the Northwest has been steady and quite rapid. It is certain 
that corporations as well as individuals, have continued to buy 
into one bank after another, although it is usually impossible 
to discover to what extent this has been done. By 1920 ten 
or twelve major lines of banks were in operation, each con- 
trolling from ten to thirty-five banks, and at least thirty or 
forty smaller ones, controlling from two to ten flanks each. 
A majority of the banks controlled were State inslitutions, but 
many national banks were included. Most of the systems were 
confined to one or two Stales, but some concerns had banks in 
three or even four. A number of cases are on record where 
individuals acquired control of entire chains. W. H. Schafer, 
through a major interest in the Mortgage Securities Co., a 
holding company, got control of a chain of 14 banks in 1918.®® 
It was the estimate of a banker in the head office of one hold- 
ing company that not more than fifty per cent of the banks 
in the Northwest in 1925 were entirely independent institu- 
tions. However, the opinion has been expressed that this state- 
ment overstates the fact.®' The development in this region by 
1920 has been described as follows: 

The Ross-Davidson interests, wliicli in 1904 controlled thirteen 
banks, had increased their number by 1910 to twenty-two and 
other eonipanies experienced a similar growth. By 1916 it was their 

Ibid. (October 11, 1919), p. 11. Quoted by Ihirtsout'h, ibid. 

For iiistaiKT, ji h'tter in the lioulton Piip(*is, 1900 and following (in 
the po.s.s(\ssion ot the Miiinesota Histoiical Society), dated March 23, 1909, 
from Ohaih'S Keith, of Princeton, Minnesota, contains this statement: “All 
SIX of the banks 1 am interested in clear at the 1st Katnl Mpls and Hanover 
Nat 111 in New Voik. (^f these 1st Natnl of Mora carric's an c/o in St. Paul 
and one in Chicago.” Also quoted by Hartsough, op. cil , p. 146. 

Among the best known of the major groups wore those of the Union 
Investment C^ompany, the liankers In\estinent C'ompaiiy (the former lloss- 
Davidson Interests), Isaac Ilazlctt, ISheldon Brothers, Adam Hannah Com- 
pany, and the UIland-Mealcy-Carhy Company. 

Commercial (May 24, 1919), pp. 7-8. Also quoted by Hartsough, 

op. cit., p. 152. 

Hartsough, op. cit., p. 145. 
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claim that over 300 banks were included in chains which were 
operated with Minneapolis as headquarters. 

The first chains were mainly restricted to North Dakota, but 
that is no lonpjer the case. Banks in Minnesota, in South Dakota, 
in Montana, and even in Wisconsin, Iowa and Michijian are in- 
cluded in chains which arc controlled from the Twin Cities. In 
fact by far the largest niiinher of banks included in northwestern 
chains is now in Minnesota with North Dakota and Montana fol- 
lowing in importance. Not all of the interests which control these 
chains oi)crate from the Twin Cities. Some of these bankei*s later 
moved to the Twin Cities, but many of them still live in towns 
throughout Minnesota, Dakota and Montana. The corporations 
which control most of the larger chains, generally have their head- 
quarters in Minneapolis or St. Paul. 

There are conqianies now located in the Twin Cities which 
make it a part of their business to act as agcaits in the purchase 
or sale of country bank stocks, and advertisements sometimes 
appear in trade journals of companies wlio are in the market for 
these stocks on their own account, or for their clients.’^- 

These early holding companies experienced considerable 
opposition. It was alleged that holding company control with- 
drew funds from the local community, restricted the freedom 
of the local bank to initiate new business, redistributed de- 
posits unequally, failed to make loans proportionate to ac- 
quired deposits, favored one locality at the expense of another 
and distorted the whole system of reserves.^-* 

Extent of development of chain and group banking by 1925 

The data presented in the following table indicate that 
some 134 chains controlling upwards of 900 banks had devel- 
oped by the year 1925. There were, no doubt, a number of 
chains and groups in operation at the time which were not 
included. Moreover it is not believed that in each case a full 
list of banks comprising each chain or group could liave been 
included due to the difficulty of securing precise data. These 
figures are probably an under-estimation rather than an over- 
statement of the number of chains and banks involved.®^ 

Ibid., p. 147. It will be noted that the terms chain and group are used 
synonymously. 

33 ‘‘Local Banks and Holding Companies,” The Commercial and Financial 
Chronicle (October 15, 1927), Vol. 125, p. 2027. 

34 H. P. Willis et al., Survey of Banking in the United States (1926), 
Chapter XIV, p. 12. 
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TABLE XXVI 

Banking Chains and Affiliations in the United States During the 

Year 1925 1 


Number Banks 

State of Chains National State Total 

Arkansas 2 7 17 24 

Arizona 4 1 14 15 

California 20 43 23 66 

Colorado (two or throe reported — bank faih'd) 

Florida 1 5 49 54 

Georgia 2 . . 163 “ 163 

Idaho 18 36 37 73 

Illinois 3 . . 18 18 

Iowa 8 21 24 45 

Massaehusetts 1 (reported for an earli(*r date in Boston) 

Minnesota 5 . . 103 - 103 

Mississippi 2 1 16 17 

Missouri 1 3 3 6 

Montana (some reported — number not given) 

Nebraska 2 2 9 11 

Nevada 1 2 7 9 

New Jersey 8 11 15 26 

New Mexico 2 2 6 8 

N('w York 10 23 12 35 

North Dakota (some reported — nunibf'r not ci\('n) 

Oklahoma 6 22 23 45 

Oregon 6 7 15 22 

Pennsylvania 2 3 13 16 

South Dakota 1 .. 6 6 

Texas 2 6 23 28 

Utah 9 21 31 52 

Washington 16 32 37 69 

Wisconsin 2 . . 14 14 

Wyoming 1 5 £ 8 

134 252 681 ' 933 


*11 P Willm rt al , Snivf'i/ of Jtauhnuj in thf rnitid Stahs (’li.iptrr XIV, p 12. 

* Dat.i iMil iivuilahlr to niiKp an hciiaialion , ^lolil»tll^s soint* wi-n- n.itiitnal itanks 


However, it is believed that the larger and more important 
chains existing in the year 1925 were included. A majority of 
the banks controlled were State institutions, but many na- 
tional banks were included. Most of the groups wore confined 
to one or two States, but some concerns had banks in three or 
even four States and covered several Federal reserve dis- 
tricts.*® The number of chains and groups within the different 
States likewise lacked uniformity. None was reported for 
twenty States. The reports for other States showed that there 
were two or three, as in Colorado, but most of them had failed 

5® Ibid., p. 13. For example, one investing company in Minneapolis was 
reported to be interested in banks in Illinois, Minnesota, Montana and North 
Dakota. 
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or gone out of business.®* The largest number of banks in- 
cluded in chain and group systems were in the States of Cali- 
fornia, Minnesota, Florida, Georgia, Idaho, Oklahoma, Utah 
and Washington, while the States having the largest number 
of chains and groups were California, Idaho, New York and 
W^ashington. The number of banks within a single system 
varied considerably, ranging from five or less to 175 or more.®^ 
Estimates in 1926 placed the total membership of one system 
at 200 or more. As early as 1921 the Federal Reserve Board 
had stated that the largest chain system included 175 small 
banks.®® This organization was probably the Witham chain 
and was the largest in existence at that time. It was reported 
tliat there were several affiliations or groups in Illinois that 
operated three or four banks each. In Minnesota, the number 
of organizations was reported to be much larger, and varied 
from five or six up to 25 or 30 banks, while in Oklahoma the 
number was as high as 14 or 15.®® 

Origin of the contemporary bank holding corporation move- 
ment 

The iiitere.sting thing about the present form of group 
banking is that it did not originate in the financial centers of 
the East. Wall Street had nothing to do with its establishment. 
The first definite group of banks was brought together in 
Ogden, Utah. Beginning in 1925 Mr. M. S. Eccles and asso- 
ciates were developing and operating their group banking plan 
under the name of Eccles-Browning Affiliated Banks, the 
Eccles and Browning interests acquiring such banks as they 
were able to advantageously operate as a group banking sys- 
tem in connection with banks which they already controlled 
until such time as the number of banks and volume of busi- 
ness were of sufficient size to justify the organization of the 
holding company. However, it was not until June 15, 1928, 
that the First Security Corporation was organized."*® 

3 « Ibid. 

Ibid.t p 14 

lirport oj the Federal Reserve Board (1921), p. 6. 

39 H. P. Willis et. al.j op. at., p. 14. 

40 Letter to writer from M. S. Kccles, President, First Security Corporation, 
July 16, 1929. Also see Anmuil Siaternent of the First Security Corporation 
(December 31, 1928), p. 4. 
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The first independently capitalized bank holding corpora- 
tion, organized primarily for that purpose, which accepted full 
responsibility for its member banks, and protected the deposit- 
ing public by ami)lc paid in capital to cover its contingent 
liability resulting from such ownership, was formed in Seattle 
during the summer of 1927 by the Marine Bancorporation 
under the direction of Andrew Price.'*^ This fact modifies the 
statement made in the chain, group and branch banking 
Hearings by the Comptroller of the C'urrency that the forma- 
tion of group banking is less than two years old.'*^ 

(Vedit for origination of the movement, however, can be 
given to these two organizations only insofar as the recent 
group banking trend is concerned. It must be kept in mind 
that there were definite organizations of this type thirty years 
ago, the essential difference being in distribution of stock- 
holders of the parent company. The older companies were 
closely held. Most of the present day companies endeavor to 
get their stock widely distributed. The Marine Bancorporation 
and other substantial corporations arc unlike the okler com- 
panies in that full responsibility for member banks is ac- 
cepted and provided for. I'lie magnitude of operations of 
recent group organizations is also another differentiating char- 
acteristic. 

Not the least significant of the differences is that today 
the highest type of banker is found among those launching the 
new group enterprises.^* Quite unlike the typical bank chains 
of a generation or a dozen years ago, which were rarely con- 
ducted by good bankers and were (fften a rlumping ground for 
the paper of poorly conducted industries, those now being 
formed, while naturally designed for profit, are the result of a 
local necessity and directed for general good of the community 
they serve. 

4i“Tlie First Regional Bank Group, American Ranker (February 20, 
1930), p. 11. Also set' R. T. Kennedy, “Marine Bancorporation Starts Merger 
Wave,*’ Coast investor and Induslnal Renew (May, 1928), Vol. X, No. 5, 
p 3; A. H Xoilon, ‘How Seal tie Was Won Over To The Chain System Of 
Btuik Business,” Seattle Star (May 8 and 9, 1928), pp. 1-2; and A. H. Allen, 
“Provides Funds for State’s Bank Merger,” The Washingtonian (September, 
1928), Vol XX, No. 9, pp. 15-16. 

Ileanngs, p. 70. 

Report oj the Comptroller of the Cwrcncy (1929), p. 5. 
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Secrecy 

The development at first took place in more or less secrecy 
in an endeavor to avoid public criticism and adverse legisla- 
tion inasmuch as it followed shortly after the passage of the 
McFadden Act in 1927 placing limitations on branch banking. 
It would have been unwise to stir up the opposition again 
which was smouldering from the recent fight staged against 
branch banking. So the organization of these new group sys- 
tems was effected in secrecy to avoid unfavorable comment, 
to wait until public opinion developed a more tolerant and 
responsive attitude, and also to enable the organizers to buy 
up bank stocks under more moderate terms. To have openly 
stated that they intended to buy control in a number of banks 
would have caused the particular stocks concerned to rise in 
price. 

Nevertheless, the financial press was not slow to discover 
that the idea of group banking was under way, and that atten- 
tion was being particularly devoted to the plan of building 
systems through stockholding concerns. In March, 1927, the 
Commercial and Financial Chronicle contained the following 
statement: 

In other parts of the country . . . notably in the East, att.en- 
tion is being paid more jiarticularly to the plan of building up 
extensive bank connections through stockholding concerns. These 
connections do not necessarily mean actual stock control of the 
various banks. It has been found in such operations that effective 
influence can be exercised by careful i)urehasc of minority stock 
in cooperation with other important holders. 

Whether these proposed banking connections through stock 
holding concerns will mai'k an imi)rovement over the usual chain 
systems that have been established from time to time in certain 
parts of the South and West remains to be seen.‘^ 


In recent years much of the secrecy has been done away 
with and bank holding companies have come out into the 
open more and more with their operations until at the present 
time there are quite a number openly advertising that they are 

** “Possible Manner of Bank Expansion,” Commercial and Financial 
Chronicle (March 26, 1927), Vol. 124, p. 1771. 
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operating a group of banks.'*® All of the group organizations 
listed in Table XXIV are advertising that they are carrying 
on a group banking business. 

First Notice by Federal Reserve Board 

The first time the Federal Reserve Board made any exten- 
sive reference to the new group banking movement was in its 
annual report in 1927. The following statement was issued: 

During the past few years the expanding operations of financial 
companies specializing in the purchase of bank stock have pre- 
sented special problems to Federal and State officials charged with 
the resfionsibilities of bank supervision. Such companies have been 
organized in increasing numbers to operate extensively in the field 
of banking, not simply as investment agencies but specifically in 
individual instances to acquire control of corporately independent 
banking institutions, through stock ownership, and to exercise this 
centralized control in effecting bank mergers; in extending iden- 
tical or virtually single corporate control over companies operated 
as subsidiaries in special fields of banking; in building up branch 
systems in states which permit branch banking; and in building 
up in these and in other states — but particularly in states whicli 
do not permit branch banking — chain systems, embracing in in- 
dividual instances banking institutions operating under national 
and state charters in several states. Since such companies arc not 
directly engaged in the business of banking as defined in Federal 
or state statutes, they have not been subject to supervision or 
regular examination by banking authorities. In some respects the 
control exercised through stock ownership over a group of banks 
operated as a system is similar to that exercised by a parent bank 
over its branch offices. The character of the financial company 
brings it clearly within the field of banking activities, and banking 
officials have been urged to subject developments of this character 
to careful scrutiny.*® 

It may be inferred from this statement that the Board 
realized the importance of the problem and the extent to 
which it might expand and was issuing a warning. 

46 “New Force in Multi-Unit Bank Management,” American Beinker 
(February 20, 1930), p. 7. 

Annual Rcpoit of the Fedcial Reserve Board (1927), p. 31. It has been 
noted above that the terms chain and group arc used synonymously by the 
Federal Reserve Board. 
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HISTORY OF CHAIN AND GROUP BANKING 
IN THE UNITED STATES {Continued) 

Survey of the Marine Bancorporation 

The first comprehensive survey of the extent to which 
unit banks have been absorbed into chain and group systems 
was made by the Marine Bancorporation of Seattle, Washing- 
ton, and published in October, 1929. It showed 1,190 banks 
and $6,197,000,000 in banking resources held by chains and 
groups.* With 2(),0()0 banks in the country at the time and 
with aggregate banking resources of some $72,000,000,000, it 
would appear from this survey that 4.6 per cent of the banks 
and 8.6 per cent of their resources were under group and chain 
control. I •'^'^1 

Chains and groups were found in all States except Con- 
necticut, Delaware, Kansas, Maryland, Mississippi, Missouri, 
Nevada, New Hampshire, New Jersey, Rhode Island, Ver- 
mont, Virginia, and West Virginia.® 

Survey of the Ek:onomic Policy Commission, American 
Bankers Association, October, 1929 

Another survey was made about the same time as that 
mentioned above by the Economic Policy Commission of the 
American Bankers Association. This study disclosed a consid- 
erably higher proportion, both as to number and as to re- 
sources: 1,808 banks and $13,275,390,000 in resources under 
chain and group control (see Table XXVII). 

The American Bankers Association found chain and group 
systems in all but nine States, while the Marine Bancorpora- 
tion survey showed thirteen in which there was no evidence 

1 A Purvey of Growp Banking in the United States, loc. cit., p. 4. 

2 Ibid. 
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TABLE XXVII 

Extent op Chain and Gkoup Banking, by Geographical Sections 

AND States 
October, 1929 


States 

f'll \INS 
AND 

Guc)IjI*S 

No ^>^ 
Hanks 

f’n\iv AM) 
(lltOI I* 

B VNKlNtS * 

Hi‘S()iim‘s 

(0(MJ 

()niittf‘«l) 

All 

No of 
Biitik.s 

IW'KIVO 2 

Total 

K»*soiir(*i*s 

(000 

( linittod) 

PkK (’'lM’ (yllAIV 
AVI) (iKOL'l* HaNK- 
IMJ OF \lL 

H ANKINO 

No of 
Hanks 

Uc- 

aoiircos 

New Englnml 








Maine 

1 

5 

$69,222 

133 

480,011 

3.7% 

14.3% 

New Hampshire 




124 

329,044 



Vermont . 




105 

278,482 



Massachusetts 

4 

34 

6«l,2(i0 

680 

5,260,028 

5 6% 

13 0% 

Bhode Island 

1 

3 

173,650 

53 

585,589 

9.0% 

29 4% 

Connecticut . 




251 

1,472,203 



Total . 

0 

42 

927,130 

1,326 

8,405,387 

4.4 

14.2 

Eautcrn Staten 








New York 

17 

117 

1,206,790 

1,139 

19,522,144 

10 3 

21 5 

New Jersey . 

14 

53 

371,500 

571 

2,850,916 

9 3 

13.0 

Pennsylvania 

15 

52 

890,300 

1,813 

6,913,910 

28 

12 9 

Delaware 




59 

175,429 



Maryland 




236 

971,458 



District Colum- 








bia . 




12 

173,822 



Total . . 

46 

222 

5,468,590 

4,060 

30,707,709 

5.7 

15.8 

Southern States 








Virginia 




486 

683,123 



West Virginia 




317 

415,125 



North Carolina 




500 

516,351 



South Carolina 

2 

7 

65,490 

261 

229,1)62 

2.6 

28 3 

Georgia 

6 

21 

221,180 

426 

462,312 

5.6 

47.9 

Florida 

4 

20 

106,520 

2()3 

435,200 

7 6 

24 3 

Alabama 

6 

31 

21,840 

356 

363,200 

8.7 

5 8 

Mississippi . 

1 

5 

6,920 

337 

289,560 

1.5 

24 

liouisiana 

1 

6 

18,850 

225 

555,161 

2.7 

3 2 

Texas 

13 

51 

136,110 

332 

1,437,501 

38 

9 4 

Arkansas 

4 

82 

101,820 

422 

262,670 

19.1 

38 0 

Kentucky 

2 

9 

57,180 

577 

610,464 

1.6 

8.7 

Tennessee 

5 

14 

115,970 

490 

576,363 

2.8 

19.9 

Total . 

44 

249 

851,880 

5,995 

6,896,722 

57 

18.8 


'Data taken from A Study of Group and Chain Banking^ Ec momic Policy 
Commission, American Bankers Association (October, 1929), pp lO-ll. 

* Data compiled from The Report of the Comptroller of the Currency (1929), 
pp. 709-701, for national banks, as of .June 29, 1929, and State Bank ResourceSy 
as of Marcli 27, 1929, compiled by H. N. Sims, Secretary-Treasurer of the 
National Association of State Banks. 
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TABLE XXVII (Continued) 

Extknt op Chain and Guoup Banking, by Geographical Sections 

AND States 
October, 1929 



Cir\TVM 

\M1 

Gkoiips 


Chvin and 
Ghoup 

B VVKING 1 

All B VNKINU * 

Per Cent Cnuv 
AND Group Bwk- 
i\(» OF All 

St vtkm 

No OF 

lUvKS 



Total 

IUnkivo 



Ilp'<ourp('s 

(000 

Oinittid) 

No of 
Banks 

Uf'^ourcps 

(1)00 

OlllittiMl) 

No of 
Banks 

Hp- 

sourcps 

Middle 

Ohio . . . . 

Indiana 

2 

10 

3.S,!)70 

1,032 

1,005 

3,308,394 
t, 233, 071 

1.0% 

3.2% 

Illinois 

11 

so 

1,050,800 

1,802 

1,902,598 

1.8 

21.2 

Michigan 

14 

90 

1,153,310 

710 

2, 131,780 

12 9 

47.9 

Wisconsin 

b 

33 

250,040 

OlU 

l,l.'>.5,0.''.0 

33 5 

22.8 

Minnesota 

:u 

435 

995,350 

1,085 

1,133,332 

39 9 

87.0 

Iowa 

12 

90 

85,150 

1,289 

’.,013,9,89 

7.0 

8.3 

Missouri 

3 

29 

201,200 

1,321 

1, 180,258 

2 2 

13.5 

Total . 

82 

770 

3,781,180 

!),2ti7 

10,725,08 1 

10.1 

29.2 

Western States 








North Dakota 

8 

02 

27,150 

41)2 

150,091V 

13 4 

17.3 

South Dakota . 

4 

23 

13,080 

400 

179,003 

57 

7.6 

Nebraska 

9 

03 

31,970 

809 

534.210 

7.2 

5.9 

Kansas 

10 

55 

41,070 

1,087 

.539,730 

5.1 

7.6 

Montana 

1 

S 

5,910 

197 

190,739 

40 

3.0 

Wyoming 

2 

10 

1 1,050 

87 

71,588 

11.4 

18.8 

Colorado 

2 

14 

101,870 

289 

318,520 

5.0 

30.1 

New Mexico 

4 

13 

18,000 

58 

51,281 

22.0 

35.3 

Oklahoma 

S 

58 

109,910 

010 

539,423 

8.9 

31.3 

Total . 

48 

300 

427,270 

1,095 

2,014,238 

9.2 

17.4 

Pacific States 
Washington . 

IS 

77 

203,030 

313 

500,520 

22 3 

35.8 

Oregon 

6 

32 

91,050 

237 

331,271 

13.5 

28.1 

California 

12 

58 

1,350,530 

458 

4,450,089 

12 0 

33.0 

Idaho 

3 

23 

30,890 

138 

93,030 

10 0 

32.3 

Utah . . 

5 

50 

92,380 

105 

193,817 

47.0 

48.0 

Nevada 

2 

14 

20.000 

35 

05,512 

40.0 

39.9 

Arizona 

1 

6 

21,500 

45 

105,511 

13.0 

20.1 

Total 

47 

200 

1,819,040 

1,301 

5,808,750 

23.7 

33.9 

United States 

273 

1,858 

13,275,390 

20,101 

71,157,890 

9.8 » 

21.4* 


^Ihid. ^Ibid, 

® It should bs noted that this data is only approximate* and intended to give 
only a general impression, due to the difference in dates when the statistics were 
compiled, and due to the fact that data on chains and groups are necessarily 
incomplete because of research limitations. 



102 BRANCH, GROUP AND CHAIN BANKING 

of chain or group banking. Whether the discrepancy is due to 
some difference in the use of the terms chain and group, and 
the classification resulting therefrom, is not apparent. How- 
ever, it is significant that the Marine Bancorporation em- 
I)loye(l the term group exclusively, while both terms were 
used interchangeably by the American Bankers Association. 
The difference may also be explained in part by the omission 
from the summary compiled by the Marine Bancorporation 
of groups in New York City and Long Island. Furthermore, 
the C’ommission probably had superior facilities for gathering 
such information. 

Table XXVII combines data collected by the Amer- 
ican Bankers Association with certain national and State bank 
statistics and gives a more comprehensive picture of the devel- 
opment of chain and group banking by October, 1929, than 
that presented by the Marine Bancorporation. 

These figures indicate that 9.8 per cent of the banks and 
21.4 per cent of the banking resources were in chain and group 
systems by October, 1929. Considering the movement with 
respect to the various geographical sections of the country it is 
evident that the Pacific States had taken the lead, with nearly 
24 per cent of total banks and 34 per cent of aggregate bank- 
ing resources in this area under chain and group control. 
Second in importance were the Middle Western States with 
10 per cent in number and 29 per cent in banking resources, 
while the Southern States ranked third in point of banking 
resources, but fourth in number of banks involved. There was 
apparently less development in the Eastern States and in New 
England. It is further evident that the movement had reached 
its greatest proportions in sections largely dependent upon 
agricultural conditions and where reverses encountered by 
unit banks had been the most pronounced. 

Comparison of groups and chains 

The table on page 103 shows chain and group banks as of 
October, 1929, segregated on the basis of the controlling 
element. 

It would appear that systems controlled by particular 
banks represented the largest proportion of all chain and group 
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TABLE XXVIII 
Controlling Element ‘ 
(Ucsourco (lata are in millions of dollars) 


SECTIONti 

B VVK8 

IIOLDlVn CoMPWIB.S 

lNi>iviuir\i.,a 

Sva- 

teins 

Banks 

Hc- 

sourccs 

Sys- 
tems 1 

Banks 

Re- 

sources 

Svs- 1 
turns 

Banks 

Re- 

sources 

New England 

4 

33 

844 

1 

5 

69 

1 

4 

15 

Eastern States 

27 

no 

1,410 

6 

63 

3,803 

13 

49 

254 

Southern States 

26 

125 

616 




18 

121 

206 

Middle \V(^st 

10 

81 

2,083 

8 

195 

1,116 

61 

503 

582 

Western States 

3 

10 

141 




45 

296 

287 

Pacific States 

8 

48 

1,319 

13 

117 

346 

26 

95 

124 

Total . 

78 

407 

6,173 

28 

;wo 

5,331 

167 

1,071 

1,468 


^ Compiled from data in A Studi/ of Group and Cham Banking, he. cit. 


banking with organizations controlled by holding companies 
second in importance. While the number of chains in which 
individuals are the controlling element represented over GO per 
cent of the total, and the number of banks included in this 
class nearly 58 per cent, it is evident that only a small propor- 
tion or about 11 per cent of chain and group banking resources 
were controlled by individuals. This is very significant and 
may offer another reason why the term group has recently 
tended to supercede the term chain. 

In point of banking resources involved, group systems of 
the type in which a particular bank is the dominant element 
were most prevalent in New I'lngland and in the Southern, 
Middle Western and Pacific States. The holding company 
form of organization controlled the majority of group banking 
resources in the Eastern States, particularly in New York, 
while in the Western States, the largest proportion of banking 
resources were found in chain organizations controlled by in- 
dividuals. Fi’om the viewpoint of the number of banks in- 
cluded, those systems controlled by banks represented the 
largest proportion in the Eastern and Southern States; the 
holding company type occupied the foremost position in the 
Pacific States and chains under individual control lead in 
the Middle Western and Western States. It will be ob- 
served that there were no systems headed by holding com- 
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panics in either the Southern or Western sections of the 
country. 

Attitude of the American Bankers Association 

The following*' Ijraiich I)ankin^ resolution was proposed be- 
fore the ^];eneral convention of the Association, October 1, 
1930, at (yleveland, Ohio, l)y the resolutions committee, and 
after prolonged discussion was adopted: 

The American ayatcni of vnit bankinij, as contrasted with the 
banking systcyn of other countries, has been peculiarly adapted to 
the highly diversified community life of the United States. The fu- 
ture demands the continued growth anil service of the unit bank in 
areas economically able to support sound, independent banking of 
this type, especially as a protection against undue centralization of 
hanking power. Modern transportation and other economic changes, 
both in large centers and country districts, make necessary some 
readjustment of banking facilities. 

In view of these facts this Association, irhile reaffirming its be- 
lief in the unit bank, recognizes that a modification of its former 
resolutions condemning branch banking in any form is advisable. 
The Association believes in the economic desirability of community- 
wide branch banking in metropolitan areas and county-wide branch 
banking in rural districts irhere economically justified. 

The Association supports in every respect the autonomy of the 
laws of the separate states in respect to banking. No class of banks 
in the several states should enjoy greater rights in respect to the 
establishment of branches than banks chartered under the state 
laws,^ 

Federal Reserve Board statistics ^ 

The first survey made by the Federal Reserve Agents for 
the Federal Reserve Board was in December, 1922, the second 
in June, 1926, the third in June, 1928, and the fourth in con- 
nection with the chain, group and branch banking Hear- 
ings.® The data collected prior to 1928 are not sufficiently com- 
plete to make it possible to compare the present situation with 
that which existed in earlier years.® 

^Proceedings of the Ameiican Bankers Association (1930). 

^All data given by the Board are based on loans and investments. No 
statistics of resources are available. 

® Hearings, p. 454. 

^Jbid. 
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The report of the Board for the year 1928 contained some 
significant information on the subject. This information can 
be correlated to a certain degree with the data given in the 
following tables. The report stated: 

In New Jersey and New York affiliations of two to four banks 
are not uncommon, and four instances of chains embracing six to 
eight banks were specifically enumerated. Individually controlled 
groujis of banking institutions in Michigan iTicludcd one chain of 
16, one of 9, and two of 5 banks, and a number of affiliations prob- 
ably embracing a smaller number of banks. . . . 

Instances listed for other States included, in addition to some 
smaller groujis, for Arkansas 1 chain of 33 banks and 4 of 5 to 12 
banks each; for Illinois 8 chains of 4 to 11 banks each; for Iowa 7 
chains of 5 to 17 banks each, 1 including Iowa banks in affiliation 
with banks outside the Slate; for Neliraska 7, of 5 to 10 banks; 
and for Utah 4, of 6 to 17 banks. For Minnesota the State in wliich 
chain banking seems to have developed most extensively, 1 chain of 
81 banks, 1 of 35, 1 of 21, and over 30 smaller chains of 5 to 14 
banks each were listed. 

In North and South Dakota, Kansas, and Oklahoma . . . some 
28 instances of chain affiliations of 5 to 17 banks each are noted, as 
well as a number of smaller groups, no association of this character 
being listed for cither New Hampshire or Vermont.' 

Niunber and loans and investments, in the aggregate, of 
chains and groups by January, 1930 ** 

At the beginning of 1930, all the banks in the country had 
loans and investments of approximately $58,500,000,000. 
Branch, chain and group banking systems had total loans and 
investments of approximately $30,000,000,000 or more than 
one-half of the total. The branch banking systems, taken 
alone, had 822 banks and 3,547 branches, with aggregate loans 
and investments of $25,100,000,000, but these figures include 
119 banks with 1,415 branches with loans and investments 
of $6,300,000,000 that also belonged to banking groups or 
chains. Including this group of 119 banks, there were 287 
chains or group banking systems in existence at the beginning 
of 1930, embracing 2,103 banks, with loans and investments of 

"^Report of the Federal Reserve Board (1928), p. 31. As stated above, the 
Board makes no distinction between chain and tjroup banking. 

® See Hearings, pp. 163-184, for detailed list of the 2,103 chains and groups 
in the United States at that time. 
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TABLE XXIX 


Numbkh avd Loans and Invkstmknts of Banks Opbratino in Guvins or 

Groups ‘ 

Juno, 1920-January, 1930 


C(*A4s OK Bank 

Nomhkk op Banks 

Loans 

AND iNVKsrMENT.S 

Juno, 

11121), 

27.> 

Chainu 

January, 

IIMO, 

2S7 

Chains 

Inoroaso 
or IJo- 
croasc 
(-) 

Junc>, 

11)2‘), 

275 

Chains 

January, 

2S7 

Cliaiiis 

Increase 
or De- 
crease 
(-) 

All Banks; 







Total . 

25,110 

21,030 

-480 

58,474 

58,417 

-57 

In chains or groups 

1,S2I 

2,103 

282 

8,:«)() 

11,177 

2,877 

Not in chains or groups 

23,289 

22,527 

-702 

50,171 

47,240 

-2,934 

Mcinhcr Banks: 







Total 

8,707 

8, .522 

-185 

35,711 

.■{.5, 934 

223 

In chains or groups 

750 

938 

182 

t),0()8 

9,305 

2,()37 

Not in chains or groups 

7,951 

7,581 

-307 

29,043 

20,629 

-2,414 

Nat lonal: 







Total 

7,530 

7,403 

-127 

21,457 

21,584 

127 

In chains or groups 

015 

802 

154 

4,159 

5,908 

1,749 

Not in chains or groups 

0,885 

0,001 

-281 

17,298 

15,070 

-1,022 

State: 







Total 

1,177 

1,119 

-58 

14,254 

1 1,350 

90 

In chains or groups 

111 

130 

25 

2,509 

3,397 

888 

Not in chains or groups 

1,000 

983 

-83 

11,745 

10,953 

-792 

Non-inenihor Banks: 







Total 

lt),403 

10,108 

-295 

22,703 

22, 183 

-280 

In chains or groups 

1,005 

1,105 

100 

1,032 

1,872 

240 

Not in chains or groups 

15,338 

14,913 

-395 

21,131 

20,011 

-520 


^ Annual Report of the Federal Reserve Board. 


$11,200,000,000 or approximately one-fifth of total loans and 
investments of all banks in the country.® 

Comparison of figures for June with those for January 
indicates a considerable extension of chain and group banking 
during the second half of 1929. The number of banks operating 
in chains or groups increased by 282, while the number of 
banks not in chains or groups decreased by 7G2. Loans and in- 
vestments of chain and group system banks were larger by 
some $2,877,000,000 at the end than at the beginning of the 
period, and for other banks smaller by some $2,900,000,000, 


® Hearings, p. 450. 


HISTORY OF CHAIN AND GROUP BANKING 107 


Banks operating in chain or group systems included 802 na- 
tional, 13G State member, and 1,165 non-member banks. 
Changes in the aggregate during the period are summarized in 
Table XXIX. 

Number and loans and investments of chains and groups by 
States, June, 1929 — ^January, 1930 

The extension during the last half of 1929 was largely 
confined to nine States, and represented in large measure the 
rapid expansion of a few groups, notably the Northwest Ban- 
corporation of Minneapolis, which increased from 20 banks in 
June to 92 in .January; the P'irst Bank Slock Corporation, 
of Minneapolis, from 12 to 78; and the Guardian Detroit- 
Union Group, of Detroit, which was not in existence in June 


TABLE XXX 

Principal Increase in Chain and Group Banks hy States ‘ 
Juno, 1920 -January, 1930 


NlTMliKR OP RaVKM OpilUATlVO IV CjIAINS 
AVD GkOUPS 


State 



January, 1030 

June, 1020 

Increase 

Total 

2,103 

1,821 

282 

Minnesota . . 

308 

261 

47 

Michigan 

135 

86 

49 

North Dakota 

114 

100 

14 

New York 

102 

81 

21 

Washington 

75 

59 

16 

Arkansas . . 

72 

55 

17 

Montana 

45 

32 

13 

Massachusetts 

45 

33 

12 

Kentucky ... . . . 

16 

4 

12 

Other States 

1,191 

1,110 

81 


^ Federal Ifeserve Bulletin (April, 1930), p. 149. 


but comprised 35 banks in January.^® Banks operating in 
chains and groups increased in Minnesota from 261 in June 
to 308 in January; in Michigan from 86 to 135; and in 
North Dakota from 100 to 114. In each of these three States 
more than one-half of total loans and investments of all banks 
in the State were held by banks operating in chain and group 
10 Hearings, p. 454. 
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systems. More than one-third of the loans and investments of 
California’s 437 banks were held by the 49 banks operating in 
chains and groups, and nearly one-third of the loans and in- 
vestments of the 1,765 banks in Illinois were controlled by 84 
members of chain and group systems.^^ Changes from June, 
1929, to January, 1930, for the nine States showing the prin- 
cipal increases are given in Table XXX. 

The table on page 109 shows the increase in number and 
loans and investments by States from June, 1929, to Janu- 
ary, 1930. 

Area of chain and group banking 

According to Federal Reserve Board data, chain and group 
banking have reached their greatest development in the Mid- 
dle Western, Western and Northwestern States, but they em- 
brace a considerable number of banks and a relatively large 
proportion of the banking resources in many other States. 
There were, as a matter of fact, 25 States at the beginning of 
1930 in which chain and group banks constituted a substan- 
tial part of the number of banks or of the banking resources, 
as indicated in the table on page 110. 

As early as 1928 the Federal Reserve Board referred to 
Minnesota as the State in which chain banking seems to have 
developed most extensively, as regards percentage of all banks 
and all loans.*^ This statement may be verified for 1930 since 
the above figures indicate that nearly 30 per cent of all banks 
and 65 per cent of all loans and investments in the State are 
found in chain and group systems. Other States wherein the 
movement has reached a high degree of development, ranked 
in the order of their importance as regards the proportionate 
amount of loans and investments involved, are; Michigan, 
Florida, Georgia, California, Idaho, South Dakota, Washing- 
ton. Illinois, Utah and Oklahoma. The largest number of chain 
and group banks in relation to total banks is found in Idaho 
with over 30 per cent. From this aspect other States rank as 
follows: Minnesota, Washington, North Dakota, Idaho, Utah, 
and Montana. 

Annual Report of the Federal Reserve Board (1929), p. 27. 

“/6jd. (1928), p. 31. 



TABLE XXXI 

Chain and Group Banking by States and Classes op Banks, Showing 
Number and Loans and Investments ^ 


June, 192^January, 1930 


State 

Number 

OF Banks 

Loans and 

[nvestments 

January, 1930 

Juno, 1929 

January, 1930 

Juno, 1929 

Alabama 

22 

19 

32 

7 

Arizona 

6 

6 

18 

18 

Arkansas 

72 

55 

50 

41 

California 

49 

51 

1,528 

1,476 

Colorado 

16 

16 

30 

' 30 

Connecticut 

8 


37 


Delaware 

3 

3 

1 

i 

District of Columbia 





Florida 

40 

43 

i34 

i29 

Georgia 

22 

20 

166 

157 

Idaho 

41 

41 

37 

37 

Illinois 

84 

79 

1,212 

996 

Indiana 

17 

10 

41 

30 

Iowa 

87 

83 

90 

73 

Kansas 

88 

85 

46 

44 

Kentucky 

16 

4 

124 

8 

Louisiana 

10 

10 

33 

33 

Maine 

12 

5 

70 

53 

Maryland 





Massachusetts 

45 

33 

87i 

530 

Michigan 

135 

86 

L262 

428 

Minnesota 

308 

261 

584 

269 

Mississippi 

21 

21 

15 

15 

Missouri 

36 

34 

158 

157 

Montana 

45 

32 

81 

45 

Nebraska 

73 

68 

62 

27 

Nevada 

13 

16 

20 

23 

New Hampshire 





New Jersey 

'60 

'56 

396 

358 

New Mexico 

9 

8 

3 

3 

New York 

102 

81 

2,011 

1,571 

North Carolina 





North Dakota 

iii 

ioo 

'58 

'44 

Ohio 

6 


86 


Oklahoma 

85 

*82 

103 

96 

Oregon 

36 

33 

82 

82 

Pennsylvania 

48 

48 

803 

782 

Rhode Island 

3 

3 

153 

153 

South Carolina 

2 

2 

8 

8 

South Dakota 

61 

54 

47 

39 

Tennessee 

32 

23 

149 

92 

Texas 

84 

79 

104 

89 

Utah 

26 

27 

50 

50 

Vermont 

1 


1 


Virginia 





Washington 

*75 

'59 

i89 

'79 

West Virginia 


• • • 


1 

Wisconsin 

'58 

53 

212 

205 

Wyoming 

32 

32 

22 

22 

United States 

2,103 

1 1,821 

i 

11,177 

8,300 


^ Hearing8i p. 469. 
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TABLE XXXII 

Principal Chain and Group Banking States ^ 
January, 1930 



Number op Baxks 

Loans and Investments 
(In Millions of Dollars) 

Total 

Members of 
Groups and 
Chains 

Of All 
Banks 

Of Members 
of Groups 
and Chains 

Minnesota 

1,046 

308 

901 

584 

Michigan 

743 

135 

2,021 

1,262 

North Dakota 

412 

114 

112 

58 

New York 

1,127 

102 

17,222 

2,011 

Kansas 

1,069 

88 

404 

46 

Iowa 

1,257 

87 

782 

90 

Illinois 

1,765 

84 

3,802 

1,212 

Oklahoma 

617 

85 

401 

103 

Texas 

1,308 

84 

1,036 

104 

Washington 

340 

75 

460 

189 

Nebraska 

804 

73 

3.59 

62 

South Dakota 

387 

61 

137 

47 

New Jersey 

568 

60 

2,388 

396 

Wisconsin 

960 

58 

917 

212 

Arkansas 

415 

72 

198 

50 

California 

437 

49 

3,420 

1,528 

Massachusetts 

450 

45 

4,225 

871 

Montana 

195 

45 

144 

81 

Pennsylvania 

1,566 

48 

5,703 

803 

Florida 

1 235 

40 

258 

1 134 

Idaho 

137 

41 

81 

37 

Oregon 

1 234 

36 

1 260 

82 

Missouri 

1,277 

36 

1,199 

158 

Utah 

104 

26 

1 162 

50 

Georgia 

405 

22 

334 

166 

All other States 

6,787 

229 

11,535 

841 

Total 

24,645 

2,103 

58,461 

11,177 

1 Hearings y p. 453. 


Size and t3^e of banking chains and groups 

The number of chains and groups controlling four to six 
banks represent the largest proportion of the total on a basis 
of size with organizations controlling three banks and seven 
to ten banks second and third, respectively, in importance. 

However, as mentioned above, some of the large holding 
companies, such as the Northwest Bancorporation and First 
Bank Stock Corporation, comprise from 60 to 115 banks, both 
State and national, and extend over State boundary lines in 
numerous cases. 
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There are at present chains and groups operating entirely 
within a Federal reserve district, while others extend over 

TABLE XXXIII 

Number of Chain and Group Banking Systems in Each State Distributed 
According to Size and Type op Group ' 


January, 1930 



Total 

Sys- 

tems 

Number of Systems Controlling 

Number of Systems 
Controlled bt 

3 

Banks 

4 to 6 
Bunks 

7 to 10 
Banks 

11 to 20 
Banks 

Over 20 
Banks 

Holding 

Co.’s 

Banks 

Indi- 

viduals 

New England 










Maine 

2 

1 


1 



1 

1 


Massachusetts 

5 


3 

1 

i 


3 

1 

i 

Rhode Island 

1 

1 







1 

Connecticut 

1 


i 





1 


Total . . 

9 

2 

4 

2 

1 


4 

3 

2 

Eastern States 










New York 

20 

7 

8 

2 

3 


12 

2 

6 

New Jersey 

15 

10 

3 

2 



1 

10 

4 

Pennsylvania 

12 

7 

4 

1 



1 

7 

4 

Delaware . 

1 

1 







1 

Total . 

48 

25 

15 

5 

3 


14 

19 

15 

Southern States 










Georgia . 




2 



1 


3 

Florida 

6 



3 



1 



Alabama . 


1 

1 

2 



1 


i 

Mississippi 




2 




1 

2 

Louisiana 








2 


Texas . 

16 

4 

8 

3 

i 


i 

1 

ii 

Arkansas . 

3 


1 

1 

1 




3 

Kentucky 

3 


2 

1 



*2 

i 


Tennessee 

4 

2 



1 

1 


3 

i 

Total 

46 

9 

19 

14 

3 

1 

6 

16 

24 

Middle West 







■1 



Ohio 

2 


2 






1 

Indiana . 

3 

i 


2 



1 

i 

1 


12 

1 

5 

4 

2 



3 

9 

Michigan 

11 

1 

4 

1 

3 

2 

3 

• . . 

8 

Wisconsin 

6 

1 

4 


1 


1 


5 

Minnesota 

37 

1 

mism 

*9 

4 

3 

3 


34 

Iowa . 

12 

2 

5 

1 

4 




12 

Missouri . 

37 

1 

3 

3 


1 



6 

Total 


8 

43 

20 

14 

5 

10 

4 

76 


1 Compiled from data in IlearingSf p. 471. 
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TABLE XXXIII (Cmiinued) 

Number of Chain and Group Banking Systems in Each State Distributed 
According to Size and Type op Group ^ 

January, 1930 



Total 

Sys- 

tems 

Number op Systems Controlling 

Number of Systems 
Controlled by 

3 

Banks 

4 to 6 
Banka 

7 to 10 
Banks 

11 to 20 
Banks 

Over 20 
Banks 

Holding 

Co.’s 

Banks 

Indi- 

viduals 

Western States 










North Dakota 

6 

1 

2 

1 

2 




6 

South Dakota 

5 


4 

1 





5 

Nebraska 

10 


6 






10 

Kansas 

19 

4 

13 






19 

Montana . 

2 


1 

1 





2 

Wyoming 

5 

i 

4 






5 

Colorado . 

3 

1 

1 

i 





3 

New Mexico . 

2 

1 

1 




i 


1 

Oklahoma 

8 

1 

3 

2 

i 

i 

1 


7 

Total . 

60 

9 

35 

12 

3 

1 

2 


56 

Pacijic States 










Washington . 

12 

6 

4 

2 


1 

7 


5 

Oregon 

7 

4 

1 

2 



5 


2 

California 

5 

1 

3 


i 


3 


2 

Idaho . 

3 

1 


2 



1 


2 

Utah . 

5 


2 

2 


i 

1 

1 

3 

Nevada . 

1 

HIH 






HIH 

1 

Arizona . 

1 

■ 

i 




H 


1 

Total 

m 

11 

11 

8 

2 

2 

n 


16 

United States 

9 

64 

127 

61 

26 

9 

53 




1 Ibid. 


two or more Federal reserve districts. There may be reasons 
for suspecting that some of the holding companies have al- 
ready obtained footholds in strategic situations in many sec- 
tions, but to date no greater area is covered by any single 
group than parts of four Federal reserve districts.^® 

In contrast with the data collected by the American 
Bankers Association as of October, 1929, which indicated that 
systems controlled by particular banks represented the largest 
proportion of all chain and group banking, it appears from 

18 The Northwest Bancorporation operates primarily in the Minneapolis 
district, but also has established affiliations with banks in the Chicago, Kan- 
sas City, and San Francisco districts. 
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Federal Reserve Board statistics, as of January, 1930, that 
the holding company form of organization predominates, from 
the viewpoint of the number of banks included. Those systems 
in which a holding company is the dominant element repre- 
sent the largest proportion in the Pacific, Eastern and Middle 
Western States, while those controlled by particular banks 
predominate in the East and South. It appears that there are 
no systems directed by banks in the Western States and only 
one in the Pacific States, and only two systems headed by 
holding companies in the Western States. 

While the number of systems controlled by individuals con- 
stitute nearly 70% of the total, it is evident from preceding 
data that systems directed by holding companies and par- 
ticular banks control the largest proportion of resources.^^ 

Systems in which the dominant element is a holding com- 
pany appeared in 23 States; those directed by a particular 
bank in 17 States and those controlled by individuals in 35 
States. 

Chains and groups with loans and investments in excess of 

$50,000,000 

In view of the financial position of New York, it is to be 
expected that a larger volume of loans and investment would 
be controlled from this city than any other city in the country. 
Aggregate loans and investments controlled from New York 
exceed $2,562,764,000. Next in importance from this stand- 
point is Chicago with $915,717,000. Detroit follows with $766,- 
733,000. Other leading cities rank as follows: Minneapolis, 
$679,021,000; Pittsburgh, $626,081,000; Boston, $624,097,000; 
and Buffalo, $557,913,000. The following table gives data per- 
taining to chain and group systems with loans and invest- 
ments in excess of $50,000,000, as well as total number of 
banks. 

A compilation as of January, 1930, similar to that given in Table 
XXVIII, cannot be assembled in view of the fact that the Federal Reserve 
Board has not presented comparable data according to type of group. 
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TABLE XXXIV 

Chains and Groups With Loans and Investments in Excess of $50,000,000 1 

January, 1930 

Loans and 
investments 

Rank by Loans and investments and in thousands Total 

location of controlling agency of dollars: banks 

1. New York City: 

Total $2,562,764 23 

New York 1,158,112 4 

California 1,364,951 18 

Pennsylvania 39,701 1 

2. Chicago: 

Total 915,717 29 

3. Detroit: 

Total 766,733 69 

4. Minneapolis: 

Total 679,021 170 

Minnesota 460,965 82 

Montana 68,612 20 

North Dakota 29,253 24 

South Dakota 31,940 21 

Nebraska 35,358 8 

Iowa 24,338 4 

Wisconsin 8,973 7 

Washington 10,701 1 

Michigan 8,881 3 

5. Pittsburgh: 

Pennsylvania 626,081 13 

6. Boston: 

Massachusetts 624,097 34 

7. Buffalo: 

New York 557,913 22 

8. Milwaukee: 

Wisconsin 168,466 18 

9. Providence: 

Rhode Island 153,331 3 

10. San Francisco: 

Total 146,138 17 

California 145,066 16 

Washington 1,072 1 

11. Nashville: 

Total 131,308 66 

Tennessee 97,028 11 

Arkansas 34,280 55 

12. Syracuse: 

New York 115,559 14 

13. Atlanta: 

Georgia 104,954 7 

14. Louisville: 

Total 97,429 5 

Kentucky 72,341 3 

Ohio 25,088 2 

15. Jersey City: 

New Jersey 94,382 3 

* Federal Reserve Bulletin (April, 1930), Vol. XVI, p. 149. Latest available data. 
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TABLE XXXIV— Continued 


Rank by Loans and investments and 

Loans and 
Investments 
in thousands 

Total 

location of controlling agency 

of dollars: 

banks 

16. Kansas City: 

Missouri 

82.025 

5 

17. Seattle: 

Washington 

78,298 

7 

18. Tulsa: 

Total 

77,753 

21 

Oklahoma 

76,181 

19 

Kansas 

915 

1 

Texas 

657 

1 

19. Savannah: 

Total 

67,683 

7 

Georgia 

59,951 

5 

South Carolina 

7,732 

2 

20. Columbus: 

Ohio 

61,302 

4 

21. Augusta: 

Maine 

59,576 

9 

22. St. Paul: 

Total 

52,932 

71 

Minnesota 

32,919 

30 

Montana 

1,893 

1 

North Dakota 

15,233 

32 

Wisconsin 

2,887 

8 


Survey of the Economic Policy Commission, American 
Bankers Association, May, 1930 

The Economic Policy Commission, American Bankers 
Association, again surveyed the movement in May, 1930, and 
reported the data given in Table XXXV. 

There was a more rapid increase in the volume of bank- 
ing resources in group and chain systems than in the 
number of systems or of aflBliated banks during the eight 
month period from October, 1929, to May, 1930. The figures, 
furthermore, do not show any substantial difference in geo- 
graphical distribution, either as to the number of chains and 
groups of banks in each State or the resources they represent, 
except that in May there were only six States and the District 
of Columbia where no chain and groups existed,^® whereas in 
October nine were reported (see Table XXVII). 

New Hampshire, Vermont, Maryland, Virginia, West Virginia and North 
Carolina. The Federal Reserve Board reports one system in Vermont (see 
Table XXXI). 



TABLE XXXV 

Group and Chain Bank Systems i 
May, 1930 

Number of Number of 


State groups banks Resources 

Alabama 5 30 $ 50,450,000 

Arizona 1 5 20,870,000 

Arkansas 4 82 81,625,000 

California 10 53 1,438,360,000 

Colorado 2 12 37,120,000 

Connecticut 1 7 39,970,000 

Delaware 1 3 10,260,000 

District of Columbia . • 

Florida 4 22 108,710,000 

Georgia 5 22 228,090,000 

Idaho 3 23 28,870,000 

Illinois 11 89 1,417,260,000 

Indiana 2 10 38,830,000 

Iowa 10 70 76,300,000 

Kansas 19 92 78,310,000 

Kentucky 3 16 181,300,000 

Louisville 2 9 41,460,000 

Maine 1 10 68,040,000 

Maryland . . 

Massachusetts 5 43 1,248,450,000 

Michigan 12 110 1,351,150,000 

Minnesota 29 451 1,088,490,000 

Mississippi 1 4 7,010,000 

Missouri 6 21 141,180,000 

Montana 1 8 5,100,000 

Nebraska 8 51 30,170,000 

Nevada 2 12 29,490,000 

New Hampshire . . 

New Jersey 13 48 376,850,000 

New Mexico 1 5 2,730,000 

New York 16 96 4,565,170,000 

North Carolina . . 

North Dakota 7 57 29,025,000 

Ohio 1 4 79,920,000 

Oklahoma 9 58 184,630,000 

Oregon 6 33 104,660,000 

Pennsylvania 13 47 894,860,000 

Rhode Island 1 3 174,420,000 

South Carolina 2 7 64,920,000 

South Dakota 4 24 13,070,000 

Tennessee 8 42 225,230,000 

Texas 17 81 186,430,000 

Utah 4 42 90,410,000 

Vermont . . 

Virginia . . 

Washington ’ 9 59 136,760,000 

West Virginia . . 

Wisconsin 6 39 286,190,000 

Wyoming 5 22 22,960,000 

Totals 269 1,922 $15,285,100,000 


Survey of Recent Developments in Group, Chain, and Branch Banking, An Analysis of 
Proposals to Grant Member Banks Larger Participations in Federal Reserve Bank Earnings, 
and A Study of Suggestions for Liberalizing the Rules Governing Paper Eligible for Redis- 
count at the Federal Reserve Banks, Report of the Economic Policy Commission, American 
Bankers Association (May, 1930), pp. 7-8. No further chain and group data are given in 
the report. 
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Minnesota with 29 systems leads in point of number of 
chains and groups in operation. Kansas follows with 19 sys- 
tems and Texas ranks third with 17 systems. New York has 16, 
New Jersey and Pennsylvania each has 13, Michigan has 12, 
Illinois has 11, California and Iowa each has 10, and Wash- 
ington and Oklahoma follow with 9. 

With a substantial portion of the banking resources cen- 
tered in New York, it is to be expected that this State would 
show by far the largest volume of resources controlled by 
chains and groups. Aggregate resources of chain or group sys- 
tems in New York exceed four and a half billion dollars. Next 
in importance from this standpoint is California with approxi- 
mately $1,438,000,000. Illinois follows with $1,417,260,000. 
Other States rank as follows: Michigan, $1,351,150; Massa- 
chusetts, $1,248,450,000; Minnesota, $1,088,490,000; and 
Pennsylvania, $894,860,000.^® 

The extension throughout the country of group banking 
has been remarkable. Since receiving its impetus on the West 
Coast in 1927, it has already spread into practically every 
part of the country. More and more groups are of unusual 
importance from the standpoint of resources and prestige of 
institutions involved. 

When the investment trust movement began in the United 
States several years ago there were many skeptics in high 
offices who predicted that it was a fad and would not become 
an established financial institution in this country. It was not 
long, however, before it was generally admitted that the in- 
vestment trust was here to stay. The leading trusts now con- 
trol and manage many hundreds of millions of dollars. This 
movement grew without special laws permitting or regulating 
it and may be taken as an example of how changing eco- 
nomic conditions are met without waiting for the lawmakers 
to act. 

Group banking would probably have developed more 
rapidly during 1930 had it not been retarded by two factors. 
One was the business recession which obviously affected all 
capital enterprises. The other was the probability of legisla- 
tion arising out of the House Committee on Banking and 

No later chain and group data is available at the present tinae. 



CHART I 

Extent of Chain and Group Banking in the United States^ 
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Data taken from A Survey of Recent Developments in Group, Chain and Branch Banking. Report of the Eco- 
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Currency hearings relative to this matter. Group officials and 
leaders undoubtedly wished to maintain their status quo until 
they could determine what governmental action might have 
been contemplated. 



CHAPTER VIII 


FACTORS RESPONSIBLE FOR THE DEVELOPMENT 
OF GROUP BANKING 

At the outset, certain negative considerations may be dis- 
missed. Group banking is not designed to establish a banking 
monopoly in various parts of the country; it is not a stock 
jobbing movement intended primarily to foster speculation 
in bank stocks; and it is not part of a fad or fashion. The 
economic interpretation of the movement may be reduced to 
several categories. In the first place a most significant motive 
for the increase in the number and activities of bank holding 
corporations is the desire to circumvent the limitations of 
Federal and State law in order to be in a position when the 
necessary laws have been passed to convert into branch bank- 
ing systems. As profits and position are the reward for pro- 
moters and entrepreneurs, it follows that such forces must be 
reckoned with as basic causes for organizing and directing any 
form of business or banking unit. Keen competition among 
group systems has also been a factor. And finally, holding cor- 
porations have been organized for the purpose of securing 
financial independence of Eastern financial centers. 

Circumvent restrictive branch banking statutes 

Some difference of opinion has been observed as regards 
the effect of legal restrictions imposed upon branch banking 
in relation to the growth of group banking systems. It has 
been generally assumed that such developments are in antici- 
pation of extensive legalized branch banking,^ and are a reac- 

1 In answer to those who believe that groups have been formed because of 
the imjircssion that branch banking will eventually be sanctioned by law all 
over the country, Mr. Craig B. Hazlewood, former President of the American 
Bankers Association, has said that: “1 disagree entirely with those who assert 
group banking necessarily leads to branch banking or that it is merely an in- 

120 
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tion against statutory provisions pertaining to branch banking 
under State laws and under the McFadden Act, which forbids 
the further expansion of branch banking outside city limits 
by national banks and by State banks which are members of 
the Federal Reserve System.® Undoubtedly such factors are 
the most significant motives for group developments, but the 
table on pages 122 and 123 shows that the whole movement 
cannot be fully explained by the obstacles encountered in 
various instances by branch banking. 

The greatest number of chains and groups are found in the 
States of California, Massachusetts, New Jersey, New York, 
Pennsylvania, Michigan, North Dakota, Oklahoma, South 
Dakota, Arkansas, Illinois, Iowa, Kansas, Minnesota, Ne- 
braska, Montana, Texas, Washington and Wisconsin. In the 
first five of these States the establishment of branch banks is 
permitted or only slightly restricted; in the next four there 
is no provision regarding it, while in the remaining ten it is 
prohibited. 

While 80 per cent of the number of chains and groups are 
found in the States where branch banking is prohibited or not 
provided for, 56 per cent of the loans and investments of such 
organizations are found in States where extensive branch 
banking is permitted or merely restricted as to location. The 
table shows that chain and group banking, on the basis of 
loans and investments, are most highly developed in the States 
of New York, California and Michigan, in none of which ex- 
tensive restrictions as to branch banking are imposed. A sub- 
stantial amount of loans and investments is also found in 
Massachusetts and Pennsylvania, which permit the establish- 
ment of home-community branches, and in Illinois, Minnesota, 
Missouri, Washington and Wisconsin, where the establishment 
of branch banks is prohibited. On the other hand, while loans 
and investments substantially increased, during the last half 

It'rincdiate step to countrywide branch banking. On the contrary, I believe 
that group banking will develop further in this country, that there will be 
standards involved if or its handling which will make it a permanent and sound 
business without any thought of evolution into branch banking.** See C. B. 
Hazlcwood, “Prefers Chain Rather Than Branch Banking,** The Ohio Banker 
(July, 1929), p. 6. 

^McFadden Branch Banking Bill, Sec. 7, an Amendment to Section 6166 
of the Revised Statutes of the United States. 
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of 1929, where branches are slightly restricted or unprovided 
for, there was only a slight increase in States prohibiting 
branches. 


TABLE XXXVI 

Number and IjOans and Investments of Chain and Group Banks Classi- 

FIBD ON THE BaSIS OF BttANCII BANKING LaWS ^ 

January, 1030-June, 1029 




Number 

OP Banks 

Lo\Na AND Investments 
( in tnillions) 

States 


Total 

Total 



January, 

l‘J.iO 

June, 11)29 

January, 

19.J() 

June, 1929 

United States .... 


2,103 

1,821 

11,177 

8,300 

Statewide branch banking permitted 





(a): , 

Total 







64 

65 

1,<)09 

2,050 

Arizona .... 


6 

6 

IS 

18 

California .... 


49 

51 


’ 1 

Delaware .... 


33 

3 

i 

Maryland .... 


. . . 




North Carolina . 

Rhode Island 


33 

”3 

153 

i53 

South Carolina . 


27 

2 

8 

8 

Vermont .... 


7 




Virginia 


... 




Branches restricted as to 

location 





(10): 






Total .... 

. . . 

338 

297 

4,600 

2,591 

Georgia 


22 

20 

166 

157 

Louisiana .... 


10 

10 

33 

33 

Maine 


12 

5 

70 

53 

Massachusetts . 


45 

33 

871 

530 

Mississippi .... 


21 

21 

15 

15 

New Jersey .... 


60 

56 

396 

358 

New York .... 


102 

81 

2,011 

1,571 

Ohio 


6 


86 

782 

Pennsylvania 


48 

48 

803 

Tennessee .... 


32 

23 

149 

1 

92 


^Compiled from data collected by the Federal llescrve Board (see Table 
XXXI above), and “ Digest of State Laws Relating to Branch Banking,” Federal 
Reserve Bulletin (April, 1930), Vol. XVI, p. 258. The above chain and group 
data cannot be segregated on the basis of chains or groups. While statistics 
have been collected by the Economic Policy Commission, American Bankers 
Association, as of May, 1930, Federal Reserve Board statistics are considered 
more official and have therefore been utilized in this table. 
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TABLE XXXVI {Continued) 

Number and Loans and Investments op Chain and Group Banks Classi- 
fied ON THE Basis of Branch Banking Laws ^ 


January, 1930- June, 1929 



Number of Banks 

Loans and Investments 
( in millions) 

States 

Total, 

Total 


January, 

1930 

June, 1929 

January, 

1930 

Juno, 1929 

States having no provision (7) : 

Total 

443 

358 

1,616 

637 

Kentucky 

16 

4 

124 

8 

Michigan 

135 

86 

1,262 

428 

New Hampshire 




North Dakota 

114 

100 

58 

44 

Oklahoma 

85 

82 

103 

96 

South Dakota 

61 

54 

47 

39 

Wyoming 

32 

32 

22 

22 

Branch banking prohibited by law 
(22): 

Total 

1,258 

1,101 

3,252 

3,016 

Alabama 

22 

19 

' 32 

7 

Arkansas 

72 

55 

50 

41 

Colorado 

16 

16 

30 

30 

Connecticut 

8 


37 


Florida 

40 

43 

134 

129 

Idaho 

41 

41 

37 

37 

Illinois 

1 84 

79 

1,212 

996 

Indiana 

17 

10 

41 

30 

Iowa 

87 

83 

90 

73 

Kansas 

88 

85 

46 

44 

Minnesota 

308 

261 

584 

269 

Missouri 

36 

34 

158 

157 

Montana 

45 

32 

81 

45 

Nebraska 

73 

68 

62 

27 

Nevada 

13 

16 

20 

23 

New Mexico 

9 

8 

3 

3 

Oregon 

36 

33 

82 

82 

Texas 

84 

79 

104 

89 

Utah 

26 

27 

50 

50 

Washington 

75 

59 

189 

79 

West Virginia 




• • • 

Wisconsin 

*58 

’ 53 

*212 

205 




The following table affords a comparison of the extent of 
chain and group banking and all banking as between the four 
general groups of States, classified as to the legal status of 
branch banking. 
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TABLE XXXVII 

Comparison op Chain and Group Banking and All Banking on Basis 
OF Legal Status of Branch Banking ^ 

(Loans and investments in millions of dollars) 


Legal Status 

Chain and Group 
Banking 

All Banking 

Per Cent Chain and 
Group — Total 

No. Banks 

Loans and 
Invcat- 
nicnts 

No. Banks 

Loans and 
Invest- 
ments 

No Banks 

Loans and 
Invest- 
ments 

Permitted . 

64 

1,609 

2,056 

3,856 

3.1 

41.7 

Restricted . 

338 

4,608 

6,373 

28,075 

5.3 

16.4 

Prohibited 

1,258 

3,252 

12,939 

11,042 

9.8 

29.5 

No Provision 

443 

1,616 

2,881 

3,026 

15.3 

53.0 

Total 

2,103 

11,177 

24,249 

45,999 

8.4 

35.2 


1 Compiled from data in Table XXXV; Abstract of Heports of CondUions of 
National Banks, ()flic(' of tlic Comptroller of the Curnmey (March 27, 1930), 
p. 2; and Aggregate Besources, etc,, of All Banking Institutions Under State Con- 
trol, by U. N. Sims, National Association of Supervisors of State Banks (March 
27, 1930). 

This table also indicates that chain and group banks repre- 
sent the largest proportion of all banks where branch banking 
is prohibited or not provided for, and that the largest propor- 
tion of loans and investments of all banking institutions are 
held where branches are permitted or not provided for. 

However, California accounts for 77 per cent of the total 
number and 71 per cent of the loans and investments of chains 
and groups where branches are permitted. The Transamerica 
Corporation accounts for a large proportion of the total in 
this State but involves a certain amount of duplication with 
branch banks since it includes the Giannini branch systems. 
Michigan, with 70 per cent of the chain and group loans and 
investments, where no branch bank statutes exist, likewise 
includes duplications through the 287 branches of the 
Guardian Detroit-Union Group and the First National- 
Peoples Wayne Group. 

The following table, showing the principal groups in States 
which permit State-wide or restricted branches or have no 
branch banking statutes, indicates the relatively large amount 
of loans and investments found in such areas. 
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TABLE XXXVIII 

Principal Groups in States Which Permit State-Wide or Restricted 
Branch Banking i 


January, 1930 


Name and address of manage- 

Banks 
in chain 

Loans and 

Branches of 
banks m chain 

ment or controlling intorost 

or group 

investments 

or group 

Slate-Wide Branch Banking 

Permitted 

California: 2 Nuinhor 


Number 

Trans-American Corporation ^N. 
Y. C 

17 

$1,139,879,000 

448 

Goldman Sachs Trading Corp.® 
N. Y. C 

1 

225,072,000 

94 

Anglo - National Corporation,® 
San Francisco 

16 

145,066,000 

1 

Branches Permitted hut Restricted 
as to Location 

Georgia: First National Bank, At- 
lanta 

7 

104,954,000 

10 

Kentucky First National Corpora- 
tion, Louisville 

Louisiana: Calcasieu National 

Bank, Lake Charles 

9 

43,823,000 

6 

6 

14,644,000 

8 

Maine : Financial Institutions 

(Inc ), Augusta 

20 

568,312,000 

31 

Michigan: ^ 

Guardian Detroit-Union Group 
(Inc.), Detroit 

35 

403,996,000 

74 

First National-Peoples Wayne 
Group, Detroit 

21 

705,032,000 

213 

New Jersey: Peoples Trust & 
Guaranty Co., Hackensack . . . 

9 

25,427,000 


New York: 

Marine Midland Corporation, 
Buffalo 

19 

425,436,000 

46 

First Securities Corporation, Sy- 
racuse 

14 

115,559,000 

13 

Ohio: Banc Ohio Corporation, Co- 
lumbus 

4 

61,302,000 

13 

Pennsylvania : 

Peoplcs-Pittsburgh Trust Co., 
Pittsburgh 

7 

167,180,000 

1 

Union Trust Co., Pittsburgh . . 

6 

458,901,000 


Tennessee: American National 

Bank, Nashville 

15 

35,470,000 

5 


* Tlrarinffs, p. filO. 

1 StatPH whirl) permit Statr-widr branch hankinpr are Arizona, Delaware. Mary- 

land, North Carolina, Rhode Island, South Carolina, Vermont and Virginia, but no chanm 
or groups whatever were reported in three of these States and only small chains or irroups 
in the 5 other States ^ * 

derisions ‘^^***^ branches or additional offices are operated under court 

State banking department has made no objection to 

establishment of local branches. 
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According to the Federal Reserve Agent of the Federal 
Reserve Bank of San Francisco, “Legislative restrictions upon 
branch banking appear to have been an important influence, 
although not the sole influence, leading to the growth of chain 
banking. Some banking groups, seeking the same ends as the 
branch banking systems, prefer the chain banking relation- 
ship, and have demonstrated this preference even in states 
such as California, where the banking laws are most friendly 
to branch banking.” ® 

While the Federal Reserve Board, as early as 1921, stated 
that, “In the absence of laws permitting branch banking there 
has been in certain sections a considerable development of so- 
called chain banks, banks owned or controlled in groups by 
individuals or by holding companies,” * this position was 
somewhat altered by statements in the 1928 and 1929 Reports. 
For example, in the 1928 Report the Board stated that “ ... it 
would appear that outside of California and a few other States 
of the branch banking area, the more considerable develop- 
ment of chain banking has been generally in certain of the 
States which prohibit the establishment of branch offices by 
banks. In States which permit the establishment of such 
offices, an alternative to chain banking is presented in the 
possibility of developing branch systems, but even within what 
has been defined as the branch banking area some develop- 
nicnl of chain banking has occurred.” ® 

In view of the mixed factors noted, the Economic Policy 
Commission of the American Bankers Association has taken 
the same position as the writer and believe it unsafe to gen- 
eralize as to what bearing branch banking laws have on group 
developments. The following statement, which appeared in 

3 Fifteenth Annual Report to the Federal Reserve Boa'^d by the Federal 
Reserve Agent, Federal Reserve Bank, San Francisco (December 31, 1929), p. 
25. The terms chain and group are used synonymously. 

^Annual Report oj the Federal Reserve Board (1921), p. 6. The terms 
chain and group are used synonymously. 

^Ibid. (1928), p. 31. Also see ibid. (1929), pp. 24-26; and Federal Reserve 
Bulletin (December, 1929), p. 771. For similar views see R. S. Hecht, *‘Fate 
of Unit Banking System Lies in the Balance,” Trust Companies (October, 
1928). Vol. XXXV, No. 10, pp. 447-449; Howard Whipple, “Why the Rush 
to Chain Banking,” American Bankers Association Journal (August, 1929), 
Vol. XXII, No. 2, p. 99; and Andrew Price, “Group Banking,” Commercial 
and Financial Chronicle (October, 1929), Vol. 129, p. 70. 
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their report, also indicates possible advantages of the group 
method in branch bank territory: 

It has been assumed by some that the rapid development of 
chain banking was in the nature of a reaction against restrictions 
imposed upon multiple office banking of the branch banking form 
by anti-branch banking laws. Our observations do not wholly con- 
firm this theory, since we find chain banking prevalent in states 
where virtually no restriction is imposed on branch banking, as 
well as in states where the establishment of branch banks is ])ro- 
hibited. However, the facts do show that anti-branch banking laws 
have been a factor in some cases, and probably in some sections, in 
the spread of chain banking. 

Some cases have come to our attention where expansion along 
bank lines has been carried out by state banks whose expansion 
along branch lines was stopped by the passing of state law prohibit- 
ing further branches. Yet whether in those states in the northwest 
where chain and group banking developments have been especially 
active, notably Minnesota and other states in the 9th Federal Re- 
serve district, expansion would have been along branch bank lines 
if the laws had imposed no barriers, it is impossible to say. There 
is obviously a well developed banking oinnion in that territory that 
the chain bank method brings to outlying banks the strength and 
efficiency of a big organization without depriving them of their 
local individuality and sympathies. It might therefore have been 
that a large part of the expansion comprised in the chain bank 
movement there would have been along these lines even if the laws 
had permitted branch banking extensions.® 

Competition among bank holding corporations 

Keen competition, either to increase or preserve prestige, 
has also been a factor of no small importance in the rapidity 
of group developments in certain areas. Whatever views one 
has regarding group banking, it must be conceded that the 
factor of competition has caused developments which might 
not otherwise have occurred, at least with such rapidity. 

For example, in order to counteract the efforts of rapidly 
growing groups in the Northwest, the First Wisconsin Na- 
tional Bank organized its own group, the Wisconsin Bancor- 
poration. It would have been surprising if the activities of 
the Northwest Bancorporation and the First Bank Stock Cor- 

Study of Group and Chain Banking, loc. cit., p. 14. The terms chain 
and group are used synonymously. 



128 BRANCH, GROUP AND CHAIN BANKING 

poration left the premier bank in Wisconsin indifferent to 
their significance. The implication could very readily be made 
that these organizations would make efforts to secure control 
of Wisconsin banks. Counteraction was necessary in order to 
at least prevent the loss of any correspondent banks.'^ How- 
ever, “Whether (he First Wisconsin will be able to shut out the 
St. Paul and Minneapolis competitors by the counterweight of 
local support and interest and community pride, remains to 
be seen. We have no doubt that the Minnesotans are effective 
bargainers, and no doubt either about the ability of the First 
Wisconsin to match them. And it may turn out that the 
domestic rather than the foreign wooer will win the prize. 
Really, with the pot now boiling at such furious temper in the 
Northwest, one begins to wonder whether the leading banking 
lights in that section of the country have much time to think 
of anything else. We shall watch with interest the progress 
that the First Wisconsin enrollment will make against the 
acquisitive giants of the farther Northwest.” * 

One definite deduction can be drawn from the experience 
in Wisconsin, namely, that the fear of losing correspondent 
banks to large group competitors is probably one of the com- 
pelling motives behind any grouping of banks where a de- 
velopment similar to that in Wisconsin has taken place. 

According to interpretations in some quarters, one reason 
for the First National Bank of St. Paul and the First National 
Bank of Minneapolis jointly organizing the First Bank Stock 
Corporation was because of the formation of the Northwest 
Bancorporation by the Northwestern National Bank group of 
Minneapolis.® Bankers in Chicago are adopting the same 
policy of self-protection. For example, at the time of the 
Wmation of the National Republic Bancorporation in Chi- 
cago with a capitalization of $250,000,000, it was stated by 
the organizers that “. . . in considering this step, the bankers 

7 Editorial, American Banker (September 24, 1929), p. 4. 

® Ibid. 

0 “Banks Linked in Northwest,” Wall Street Journal (April 2, 1929), p. 1. 
One of the reasons which led to the organization of this Northwest Ban- 
corporation was the apprehension that outside foreign conabinations were on 
the point of extending their interests on a large scale to include the North- 
west. Letter from J. C. Thomson, Vice-President Northwest Bancorporation, 
July 24, 1929. 



THE DEVELOPMENT OF GROUP BANKING 129 

have in mind the steady increase in banking chains in Chicago 
after the manner of the Bain institutions. . . 

If many groups were not established for some such pur- 
pose, which required quick action, one would be inclined to 
wonder why so many have been organized within the past 
few years, particularly before the business recession set in and 
interfered with such operations. It looks rather as if the 
powers behind these movements were most desirous of keep- 
ing others out of their territory. 

During the branch, chain, and group banking hearings, 
Mr. Robert Fleming, President of the Riggs National Bank, 
Washington, D. C., made the following statement, which 
further emphasizes the factor of competition as a motivating 
force toward group banking: “I may say, that the Riggs Na- 
tional Bank does not now contemplate an entry into group 
banking. In this connection, however, I wish to direct the 
attention of the Committee to the existence of a large number 
of small local banks situated in the 19 little towns mentioned 
making a fringe around the City of Washington. There exists 
the possibility in the modern development of group banking 
that some group operating outside of Washington might begin 
to pick up these banks, thus bringing into the metropolitan 
area of Washington the competition of outside banking. In 
such a case it would no doubt be necessary for their own 
protection for Washington banks to resort also to group 
banking.” 

Competition has probably forced many enterprising 
bankers to establish branches or group holding corporations in 
order to be able to reach into every nook and cranny for busi- 
ness and not be injured by competition. At the 1929 Missis- 
sippi Valley Conference, Mr. Rudolf S. Hecht, President, 
Hibernia Bank and Trust Company, New Orleans, La., and 
Chairman, Economic Policy Commission, American Bankers 
Association, referred to the influence of the competitive factor 

'‘Rumor Chicapjo Independent Banks on Threshold of Advancement,” 
American Banker (May 24, 1929), p. 7. 

Many other instances could be quoted but will be omitted since they 
merely substantiate those cited and contribute nothing original to the point 
at issue. 

Hearings, p. 1730. 
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as follows: “The institution over which I happen to preside 
has gone on for fifty years doing its business in its main oflBce 
and nowhere else, but during the last ten years, forced by 
competition and the action of our neighbors, we have been 
forced to establish nine branch offices in our city ; and I am not 
sure that, notwithstanding the views that I may hold myself, 
I may not yet find myself at the head of a chain banking 
system in our section of the country.” 

Many banking organizations are probably deliberating 
moves to bring about alliances which will offset the size and 
scope of larger bank holding corporations. In California, for 
example, the feeling probably exists that if present tendencies 
and influences are to continue without counter movement that 
banking in that State will be thoroughly and indisputably 
dominated by the Bank of America-Transamerica interests. 

Relation of group banking and regional independence 

There is another and very important cause for group bank- 
ing, with particular reference to the Northwest, which has to 
do with the development of a regional consciousness. The 
latter is based upon climatic, productive, industrial, and social 
differences between groups of States which develop some con- 
sciousness of the position of that group of States in relation 
to the United States as a whole. 

Because New England has had a heritage of financial, 
industrial, educational, religious, and social prestige there has 
come to be a New England consciousness. Until recently it 
might have been said that a man from Fargo or Sioux Falls in 
New York or Boston was just a man from Fargo or Sioux Falls 
without relation to anything else in particular, but a man from 
Providence, New Haven, Hartford, or Bangor in the West 
was a New Englander and brought with him some conscious- 
ness of the position of that group of States in relation to the 
United States as a whole. 

The decision to create the Ninth Federal reserve district 
comprising Minnesota and the two Dakotas, Montana, North- 

'^^Proceedings of the Mississippi Valley Conference (March, 1929), p. 61, 
“Group and Chain Banking.” The terms chain and group are used synony- 
mously. 
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ern Michigan and the Northern counties of Wisconsin, and 
the establishing of the Federal Reserve Bank in Minneapolis 
in 1914 created the first realization of a regional consciousness 
in that part of the country. There has developed very rapidly 
lately a feeling that this group of Northwest States regarded 
as a unit has distinctive economic and social characteristics. 
The citizen of the Twin Cities and contiguous territory is 
beginning to think of himself more as a citizen of this region 
and to associate the prosperity of his business with the pros- 
perity of the region as a unit. 

In order to maintain this unity, as well as accomplish other 
purposes, the Northwest Bancorporation and the First Bank 
Stock Corporation were organized. They serve the Northwest 
territory solely and exclusively. According to Mr. E. H. Pills- 
bury, a director of the corporation, and President of the Pills- 
bury Flour Mills: “The tendency of New York to enter the 
financial field in the Northwest has been apparent for some 
time. We are doing this ourselves, at home, and with an or- 
ganization directed by life-time residents of Minnesota, North 
Dakota, South Dakota, and Montana — men whose interests 
are here and who are familiar with the needs of these States 
and are intensely desirous that agriculture have greater sta- 
bility and the Northwest continue to grow in population, 
strength and general business prosperity.” 

Mr. Lyman Wakefield, President of the First National 
Bank in Minneapolis and Vice-President of the First Bank 
Stock Corporation, said that: “In concluding, to organize the 
corporation, the only motives were the development of the 
best facility for taking care of the present business and the 
future growth of the NiJith Federal Reserve district. There has 
never been any consideration given to the possibility of branch 
banking or of nation-wide chains becoming interested in the 
movement. We will always be vitally interested in the sound- 
ness and adequacy of the banking facilities of this district.” 

Mr. Edward W. Decker, President of the Northwest Ban- 

Wall Street Journal (January 15, 1929), p. 1. 

Study of Group and Chain Banking,'^ Report of the Economic Pol- 
icy Commission, American Bankers Association (1929), p. 38. Also see Ameri-- 
can Banker (September 14, 1929), p. 1, for detailed memorandum issued by 
Mr. Wakefield at the time of the organization of the holding company. 
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corporation, has made it clear that what is going on with 
Minneapolis as the center of operation would have been wit- 
nessed in one form or another in any event and that the differ- 
ence would have been that the initiative would have been 
taken by the larger financial groups in the East if Minneapo- 
lis, as the natural and logical financial center of the Ninth 
Federal reserve district, had not begun it.^"’ Mr. Decker also 
stated that the group did not intend to become a part of a na- 
tional system ; that it is designed to serve the Northwest terri- 
tory exclusively ; and that the distribution of its stock in small 
units over the Northwest makes it unlikely that control could 
ever pass to outside hands. The only motives that have been 
discussed have been what is the best way to facilitate and 
advance the present business and future growth of the Ninth 
P’ederal reserve district, and make it independent of Eastern 
financial centers.’® 

In no other section of the United States, where group 
banking exists, is it possible to find such an unusual regional 
consciou.sness as a basic motive. 

The desire for profits and position 

On the whole, the desire for profits and position is a psy- 
chological as well as an economic motive; it is a motive inci- 
dent to the struggle for achievement. It arises out of two pre- 
conceptions: first, that there is increased strength in increased 
size; and second, the bigger the resources controlled, the bigger 
the man. The banking executive, like any other business 
executive, likes to be somebody and to occupy a prominent 
place in his profession. 

It is the writer’s belief that the vast majority of men who 
plan to organize and develop group systems are actuated pri- 
marily by the impulse to make more money. They probably 
place this motive uppermost when, for example, they present 
their plans to directors and stockholders. Since profits have 
so obvious and direct an appeal, and since no other motive 

i®See Hearings, pp. 821-822. 

^^Ibid.f pp. 826-829. Also see T. O. Hammond, “Group Banking Activities 
in the Nortliwrst,’' Commercial and Financial Chronicle (October 19, 1929)i 
Vol. 129, p. 67-68. 
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can suflSciently justify the investment of other people’s money, 
directly or indirectly, in the holding company, it is natural to 
place the motive of profits foremost. And it probably appears 
foremost in every promoter’s or entrepreneur’s mind when he 
attempts to justify a policy which in the first instance may 
have been prompted by other motives. 

It is perhaps logical to infer that the profitable results of 
certain existing bank holding corporations may have caused 
bankers to study their financial structure and methods of op- 
eration with the idea of launching similar organizations. The 
success of the Bank of Italy, for example, in building up an 
extensive group banking system through the Transamerica 
Corporation has doubtless created widespread interest in bank- 
ing circles and caused many bankers to interest themselves 
in such organizations. As a matter of fact, the charter powers 
and financial structure of the 'rransamerica Corporation have 
quite generally been copied by other bank holding corpora- 
tions.^^ 

Another motivating force, in this connection, exists in the 
fonn of promotion profits. Assume that a bank holding cor- 
poration is incorporated with a $5,000,000 common stock issue 
authorization. An organization fee, payable to the promoters 
or organizers, of approximately 3 per cent is not unreasonable. 
Therefore, $150,000 is paid immediately to the parties con- 
cerned. A promotion fee of 2 to 3 points is not considered 
excessive.^* Obviously, the larger the organization the larger 
the promotion fee. 

Personal considerations enter into all deals and are as 
different as the different instances of group organizations. It 
would be a mistake to push this point further. However, no 
criticism is justified if the financial position of affiliated banks 
is strengthened. 

” See Hearings, pp. 838-818, 894-912, 10.58-1066, 118.5-1196, 1265-1275, 1443- 
1463. 

Interview with Mr. Charles W. Collins, former Deputy Comptroller of 
the Currency, July 21, 1929. 
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TRANSAMERICA CORPORATION 


Origin 

The Transamerica Corporation, from the viewpoint of 
resources controlled, is the largest financial holding organiza- 
tion in the world. ^ In view of its outstanding activities in con- 
nection with the bank holding corporation movement, a 
survey of the history and development of the corporation is 
significant. It engages chiefly in the ownership and active 
management of financial institutions, and within the group 
of banks controlled is found the most extensive branch bank- 
ing enterprise in the country, the Bank of America National 
Trust and Savings Association, which was formed in Novem- 
ber, 1930, as a consolidation of the Bank of Italy, N.T. & S.A., 
with the Bank of America of California. 

The foundation for this tremendous enterprise, which at 
the present time controls resources of almost $3,000,000,000, 
was established in the Italian quarter of San Francisco, known 
as “North Beach,” and the dominant human element so closely 
identified with its progress is Mr. A. P. Giannini, the son of 
an immigrant fruit peddler.® Mr. Giannini, by virtue of his 
relationship with the Transamerica organization, may be 
characterized as the outstanding personality connected with 
the development of the modern bank holding corporation. 

Formation of the Bank of Italy 

Until thirty-one years of age, Mr. Giannini had been en- 
gaged in the Iruit business with his step-father, but observing 
the need for banking facilities to serve the Italians of San 
Francisco, Mr. Giannini and his brother, Dr. A. H. Giannini, 

» Spc Table XXIV. 

^Hearings, p. 340. 

134 
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opened a small bank in 1904. The bank was originally capi- 
talized at $150,000,® and offers an interesting contrast with 
the present capital of the Transamerica Corporation, $621,- 
187,100.^ The San Francisco earthquake brought devastation 
and ruin to the city and to most of the other banks, but 
fortunately for the Giaiininis’ their resources were untouched 
and they were consequently in a position to loan money at a 
time when it was badly needed. In the course of time their 
bank, known as the Bank of Italy, outgrew the environment 
for which it was created and developed into an outstanding 
banking institution. 

Growth of the Bank of Italy ® 

One of the most important developments in the history of 
the Bank of Italy was the acquisition in 1927 of the Liberty 
Bank of America with $175,000,000 in deposits. This institu- 
tion had been formed through the consolidation of the Liberty 
Bank of San Francisco, Commercial National Trust & Savings 
Bank of Los Angeles, Bank of America of Los Angeles, and 
Southern Trust & Commerce Bank of San Diego. A substan- 
tial interest in the San Francisco institution and the two Los 
Angeles banks had been held by the Bancitaly Corporation. 
All four banks had operated branches and with the subsequent 
addition of several other smaller units, the Liberty Bank of 
America, at the time of its amalgamation with Bank of Italy, 
had 136 branches. The effect of this consolidation was to create 
in the new Bank of Italy, with 270 branches and resources of 
$765,000,000 approximately, one of the largest institutions in 
the country outside of New York City. After the enactment 
of the McFadden Bill, which prevented the extension of 
branches by State member banks beyond the limits of the 
community in which the head office was situated, the Bank 
of Italy, with total resources of $765,188,976, deposits of $600,- 

® Ibid. 

^Report of the Transamerica Corporation (December 31, 1930), p. 11. 

6 For a more detailed account of the growth of the Bank of Italy, as well 
as interesting points in connection with Mr. A. P. Giannini’s life and business 
methods, see the following: Hearings, pp. 1339-1350, 1429-1432; and I. B. 
(IJross, ^‘History of the Bank of Italy in California,” The Journal of Economic 
and Business History (February, 1930), Vol. 2, pp. 271-298. 
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312,761, and capital, surplus and undivided profits of $37,500,- 
000, obtained a national charter.® By December 31, 1930, the 
Bank of America, N.T. & S.A., the new consolidated institu- 
tion, maintained 438 branches in 263 California cities and 
towns, and had 1,500,000 depositors.’ The growth of the Bank 
of Italy is indicated in the following table. 

TABLE XXXIX 

GnowTii OF Capital and Resourcf.s of the Bank op Italy i 
(2,000,000 shares, par value $25 each) 


f!uri)lus and 

Date Capital Undiv. Prof. Total Resources 

Dec. 31, 1904 S 1.50,000 00 S 1,023 70 $ 285,436.97 

Dec. 31, 1907 500,000.00 46,945.14 2,221,347.35 

Dec. 31, 1910 1,000,000 00 150,000 00 6,539,861.47 

Dec. 31, 1913 1,250,000.00 330,389.73 15,882,911.61 

Dec. 31, 1910 2,000,000.00 691,452 39 39,805,995.24 

Dec. 31, 1919 6,000,000.00 2,500,000 00 137,900,700 30 

Dec. 31, 1022 15,000,000.00 5,533,057.07 254,282,289 52 

Dec. 31, 1925 17,500,000.00 10,789,225.20 422,838,587 01 

Dec. 31, 1928 50,000,000.00 55,756,632 41 847,910,538 60 

Dec. 31, 1929 50,000,000.00 58,251,158 52 1,055,113,373 09 

Dec. 31, 1930 50,000,000.00 54,136,574 30 1,150,285,727 07 2 


^ 11 can in; p 1,^61 Also see Ih port of the TratiMimmca Corporation (Di'ccniber 31, 
1930), p 16 

* Hank of America, N T. and S A , the new consol idatc'J institution. 


Formation of the Bancitaly Corporation 

With the unusual success which attended their branch 
banking operations in California, it was only natural that the 
Gianninis’ would endeavor to extend their activities beyond 
the State lines. Since inter-State branch banking was not legal, 
this purpose was accomplished through the formation of the 
Bancitaly Corporation, a holding company, in 1919. It seems 
that in 1911 Mr. A. P. Giannini was approached by the Italian 
Chamber of Commerce of New York to reorganize and direct 
the activities of a small New York banking institution. The 
offer was not accepted at first due to the fact that Mr. Gian- 
nini would not agree to moving East and acting in the capacity 
of president himself. However, from this incident developed 
the roots of the Bancitaly Corporation. Negotiations were con- 
tinued for several years until finally in 1918 an agreement 


^Report of the Transamerica Coi'poration (July 12, 1930), p. 1. 
Ibid. (December 31, 1930), p. 4. 
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was reached whereby the East River National Bank was ac- 
quired and Dr. A. H. Giannini was made its president. Capital 
to the amount of $1,500,000 was raised to form the Bancitaly 
Corporation, which in turn acquired control of the East River 
National Bank, an institution with about $3,500,000 in 
resources at that time.® 

Development of the Bancitaly Corporation 

While the Bancitaly Corporation secured a foothold in the 
commercial banking field in the East in 1919, by acquiring a 
New York bank, important developments did not take place 
until 1926.® As the result of an expansion policy inaugurated 
early in that year, the hiast River National Bank absorbed 
the Bowery Bank and took the name of the Bowery East 
River National Bank. Then followed the acquisition of the 
Richmond Borough National Bank of Stapleton, Staten Island, 
and in Pebruary, 1927, the Discount National Bank was taken 
over. As a result of these amalgamations, the Bowery East 
River National Bank developed into an institution with re- 
sources of $190,000,000. 

Meanwhile, a second commercial bank had been created in 
New York; the Commercial Exchange Bank, which was formed 
in October, 1926, as successor to the private banking business 
of Lionello Perera & Co., catering exclusively to Italian peo- 
ple, and with resources of $18,000,000. In April, 1927, the 
Commercial Exchange Bank took over the business of Anthony 
Sessa & Son, of Brooklyn, with resources of $5,000,000. 

Activities of the Bancitaly Corporation were apparently 
varied to suit the purposes of its founders. At the hearings 
on the McFadden Bill in 1926, the following chart of its 
holdings was presented which showed it essentially to be a 
bank holding company and primarily engaged in bringing 
about a unification of California banks. It owned a substan- 
tial block of Bank of Italy stock, practically all of the stock 
of the Liberty Bank of San Francisco, a large interest in the 
Americommercial Corporation, which in turn owned the Bank 

^“Innovations in Bank Expansion/^ Barron's (October 24, 1927), p. 10. 

^ However, the Commercial Trust Company with resources of $13,510,000 
was acquired in 1924. 
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of America of Los Angeles and the Commercial National Bank 
of Los Angeles, both branch banking institutions. It was also 
a stockholder in sixty-seven other domestic banks in the prin- 
cipal cities of the country, and foreign holdings included fifty- 
nine banks in sixteen diflterent countries. 

In other words, the development of Bancitaly Corporation 
interests went forward with the same rapid progress which 
appeared to characterize all Giannini enterprises. From an 
initial capital of $1,500,000, the capital investment grew to 
$15,538,302 at the close of 1924,“' and $217,377,813 by July, 
1927." 'I’he portfolio, as of this date, contained twenty-eight 
domestic bank and insurance company stocks and eighty-nine 
representative stocks of domestic rail and industrial corpora- 
tions. Foreign stocks comprised holdings in ninety-one banks 
and industrial concerns, including such shares as Bank of Eng- 
land, Midland Bank, Suez Canal, and many others. Bond hold- 
ings comprised thirty-nine issues and were divided between 
American rails, public utilities, foreign governments, and mu- 
nicipalities. The list did not include any domestic stocks in 
amounts of less than $100,000.^'* 

The next important acquisition of Bancitaly Corporation 
interests was that of the Bank of America National Associa- 
tion, New York, in February, 1928.*® This acquisition marked 
the entry of the Giannini interests into Wall Street. Control 
of this Wall Street institution, with resources of $200,000,000, 
was acquired through the purchase from Mr. Ralph Jonas, 
anti associated interests, of 35,000 shares out of its 65,000 
shares of outstanding capital stock at a price of $510 per 
share.*^ This acquisition followed closely upon the settlement 
of litigation and a prolonged controversy which arose upon 
the formation of a voting trust designed to restrain Mr. Ralph 
Jonas and his associates from superseding the Delafield in- 

Report of the Bancitaly Corporation (1924), p. 6. 

11 Ibid. (1927), p. 5. 

12 Ibid. 

18 It may be of historical interest to note in passing that the Bank of 
America, New York, is claimed to be a direct successor of the First Bank of 
the United States, founded in 1791. 

i*This price represented a handsome profit for the Financial and Indus- 
trial Securities Corporation, representing Mr. Jonas and Manufacturers Trust 
interests, who, according to reports, had been accumulating the stock at much 
lower prices over a period of years. 
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^ Hearings before a subcommittee of the Committee on 
Banking and Currency, United States Senate on S.1782 
andH.R.2 (February 16, 17, 18 and 24, 1926), p. 305. 
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terests in control of the bank. Shortly thereafter the Bowery 
East River National Bank, with resources of $100,000,000 and 
ten branches in operation in Greater New York, was absorbed 
by the Bank of America. The Commercial Exchange National 
Bank was also absorbed and the consolidated institution took 
out a national charter, its title then becoming Bank of Amer- 
ica National Association. To carry on its investment business, 
the Bancamerica Corporation was then formed as the security 
affiliate. 

Further substantial growth took place in the period that 
followed as indicated by the fact that by July 19, 1928, the 
investment account of the Bancitaly Corporation was valued 
at $294,943,950.^® The Bancitaly Corporation was dissolved in 
the fall of 1928, the Bankitaly Company of America acquir- 
ing all of its assets. It is significant that, at that time, the 
Bancitaly Corporation was the only important bank 
holding and investment company which made public its in- 
vestments. 

Organization of the Transamerica Corporation 

The Transamerica Corporation was incorporated under 
Delaware laws in October, 1928,’® to bring together the two 
principal Giannini enterprises then existing; the Bank of 
Italy, with resources of $840,000,000, and the Bancitaly Cor- 
poration, together with its subsidiary. Capital Co., having 
aggregate resources of $300,000,000. As originally chartered, 
the Transamerica organization had an authorized capital of 
$250,000,000, represented by 10,000,000 shares of $25 par 
each.’^ The Bank of Italy was capitalized at 2,000,000 $25 par 
value shares and Bancitaly Corporation at 5,200,000 $25 par 
value shares. For each share of Bank of Italy stock, there was 
issued in exchange one and three-quarter shares of Trans- 
america Corporation, whereas Bancitaly Corporation stock was 
exchanged share for share, so that the new corporation began 
business in the fall of 1928, only about two and a half years 

Commercial and Financial Chronicle (December 22, 1928), Vol. 127, 
p. 3488. 

Hearings, p. 1432. 

Certificate of Incorporation of Transamerica Corporation, ibid., p. 1459. 
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ago, with an outstanding capitalization of 8,700,000 shares, or 
$217,500,000d» 

Formation of an enterprise having the magnitude and 
wide-spread ramifications of the Transamerica Corporation 
naturally required a considerable amount of corporate action. 
After bringing the Bank of Italy and Bancitaly Corporation 
under direct control through an exchange of stock, a new 
corporation was formed in December, 1928, under the name 
of the Bankitaly Company of America. As stated, above, this 
institution then absorbed the Bancitaly Corporation, through 
an exchange of stocks, and acquired the security and real 
estate holdings of the National Bankitaly Company, the secur- 
ities afiiliatc of the Bank of Italy. The Bancitaly Corporation 
was then dissolved, and the National Bankitaly Company took 
over the bond and security business of the Bank of Italy. All 
affiliated institutions of the Bank of Italy then became direct 
subsidiaries of the Transamerica Corporation. 

At the time of the formation of the Transamerica Cor- 
poration, Mr. A. P. Giannini stated that the reasons under- 
lying its organization were as follows: 

First, consolidation, with resulting saving in operation, into one 
organization of the control of not only Bank of Italy and Bancitaly 
(Corporation, but of their affiliations as well, namely. National 
Bankitaly Co., California .loint Stock Land Bank, Bankitaly Agri- 
cultural Credit Corporation, Bankitaly Mortgage Co., Americom- 
mcrcial Corporation, Pacific National Fire Insurance Co., and Cap- 
ital Co.; second, advantages of operation under the favorable cor- 
l)orations laws of Delaware; third, removal of the stock of the Bank 
of Italy and Bancitaly Cor[)oration from the various exchanges, 
leaving Transamerica Corporation stock alone to ho dealt in on the 
open market, thus eliminating from the operation of the controlled 
institutions themselves any concern regarding stock-market fluctu- 
ations; fourth, a wide listing of Transamerica Corporation stock on 
the various stock exchanges, thus insuring a broader and more 
stable market.^" 

Holdings of Transamerica Corporation, December 31, 1928 

The following table shows capital, surplus, and undivided 
profits, together with total resources of the various units orig- 
in /bat., p. 1432. 

Ibid. 
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inally brought under control of the Transamerica Corporation, 
as of December 31, 1928: 


TABLE XL 


Holdings op Tran s^vm erica Corporation ^ 


December 31, 1928 


Bank of Italy, N. T. & S. A 

Bankitaly Mortgage Company . . . 
California Joint Stock Land Bank 
Bankitaly Agricultural Credit Co.. 
Pacific National Fire Insurance Co 
Bankitaly Company of America 


Capital, 


Sui-plus and 


Undivided 

Total 

Profits 

Resources 

$105,756,632 

$847,910,538 

1,983,817 

24,951,704 

1,399,050 

17,374,600 

1,006,620 

1,332,058 

3,000,000 

3,000,000 

400,000,000 

400,000,000 

$513,146,119 

$1,294,568,900 


^Commercial and Financial Chronicle (March 10, 1929), Vol. 127, p. 1761. 


Bank of America of California 

In the meantime a new bank of considerable importance 
was being formed under the auspices of the Giannini interests. 
This was the Bank of America of California (Los Angeles), 
incorporated in December, 1928, as a consolidation of the 
Merchants National Trust and Savings Bank of Los Angeles 
and the United Security Bank and Trust Company of San 
Francisco, each of which had been growing rapidly through 
mergers and acquisitions of smaller units. The consolidated 
bank had 145 branches and total resources of $410,000,000, and 
invested capital of $50,000,000. Its affiliate, Corporatioji of 
America, which succeeded the merged French American Cor- 
poration and the Merchants National Company in January, 
1929, assumed control of nine other smaller banking institu- 
tions.^® It also controlled the Merchants National Realty Cor- 
poration of Los Angeles, a real estate holding and operating 
concern. 

20 To facilitate the bringing together of the various banking and other 
financial institutions controlled by Giannini and his associates, the capital of 
Transamerica Corporation was increased in February, 1929, to an authorized 
amount of $1,250,000,000, to be represented by 50,000,000 shares. 

On December 31, 1930, 24,224,519 shares were outstanding. See Report of 
the Transamerica Corporation (December 31, 1930), p. 11. 
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Formation of the Bancamerica-Blair Corporation 

A very important development which followed and one 
which is unique in the annals of American finance was the 
consolidation in May, 1929, of the international investment 
house of Blair & Company and Bancamerica Corporation, with 
the new company taking the name of Bancamerica-Blair Cor- 
poration. Under the leadership of its president, Mr. Elisha 
Walker, and his associates, Blair & Company had become one 
of the foremost private banking firms in the country with 
activities of world-wide proportions and representation in the 
directorates of more than 100 American and foreign corpora- 
tions. Besides financing many of the important railroads and 
industrial concerns of the United States, as well as arranging 
loans for a number of foreign governments, Blair & Com- 
pany, a short time before its amalgamation with the Bank of 
America affiliat(!, had formed the Petroleum Corporation of 
America, a $55,000,000 investment trust. As a result of the 
consolidation, Mr. Walker became president of the new cor- 
poration and also chairman of the executive committee of the 
Bank of America, N. A. Dr. A. H. Giannini remained as chair- 
man of the Board of Directors of the bank, and Mr. Delafield 
continued as its president. 

The combined institutions. Bank of America, and Banc- 
america-Blair Corporation, had capital and surplus of $127,- 
000,000 and aggregate resources exceeding $500,000,000. The 
position of the Giannini interests in the Eastern banking field 
were considerably strengthened by this consolidation. In addi- 
tion to the benefit derived by the Bank of America by the 
enlargement of its facilities, particularly with respect to the 
depository aiul trust departments, the way was opened to 
many new syndicate participations which might not have been 
available to the Bancamerica Corporation as it existed. 

At the time this consolidation was effected, the Traders 
National Bank of Brooklyn also was absorbed and subse- 
quently in June, 1929, the Nassau National Bank of Brooklyn 
was merged into the Bank of America, N. A. A few months 
later, the Interstate Equities Corporation was organized under 
the sponsorship of Bancamerica-Blair Corporation as an in- 
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vestment trust of the discretionary type. This corporation be- 
gan business with initial resources of $25,000,000.®^ 

Extent of Corporate Powers 

Corporate powers of Transamerica Corporation are so 
broad, that it is difficult to conceive of any important activity 
within the scope of finance that could not be undertaken by 
the corporation or by one of its subsidiary or affiliated units. 
Charter provisions of the corporation permit it to acquire and 
hold stocks, bonds, deal in and with real estate and personal 
property, assist in financing corporations, act as fiscal agent, 
guarantee the payment of dividends on stocks or interest on 
bonds, to act as insurance agent and to conduct a financial 
business in general.®® 

Each of the five banks within the system, the Bank of 
America, N. T. & S. A., the Bank of America, N. A., the Bank 
of America of California, the First National Bank of Portland, 
Oregon, and Banca d’ America e dTtalia conducts a general 
banking business and operates commercial, savings and trust 
departments and each has an investment affiliate. In addition, 
Bank of America, National Association, operates a foreign 
department, while the Bank of America, N. T. & S. A., whose 
activities are especially diverse, maintains travel and character 
loan departments. The Iiitercoast Trading Company (now 
merged with Inter-Continental Corporation) is engaged pri- 
marily in trading in and dealing in securities, while Interstate 
Equities Corporation is essentially an investment trust and 
Americommercial (Jorporation functions as a brokerage con- 
cern. Those institutions whose activities center around real 
estate and real estate mortgages are Capital Company, Cali- 
fornia Joint Stock Land Bank, Bankitaly Mortgage Company 
and Corporation of America. Operations in the insurance field 

21 At the time of its offering, the stock was said to have boon oversub- 
scribed, a condition apparently brought about by the eagerness of the invest- 
ing public for investment trust stocks, and also because neither management 
contracts nor options to the organizers were involved. Kdward R. Tinker, 
formerly president of the Chase Sc'curities Corporation, and for a number of 
years actively identified with the financing and underwriting of several im- 
portant industrial enterprises, was made president of the Interstate Equities 
Corporation. 

22 See Hearings, pp. 1456-1459, for complete statement of corporate powers. 
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are carried on by America and Security Insurance Corpora- 
tion, the Pacific National Fire Insurance Company and the 
Occidental Life Insurance Company. Bankitaly Agricultural 
('redit (.'orporation conducts a financing business in connection 
with agricultural and dairy products as well as cattle and sheep 
raising. Thus, from a study of the various functions of the 
constituent units in this network of financial enterprises, some 
idea may be gained of the widely diversified business carried 
on under the direction of the Transamerica Corporation. 

Corporate Structure of the Corporation, June 30, 1930. 

By June, 1930, the Transamerica Corporation owned or 
controlled twenty-five subsidiaries, as shown in the table on 
page 145. 

Chart IV depicts in graphic form the relationship of the 
principal subsidiary and affiliated units of the Transamerica 
system as constituted in June, 1930. 

Bank of America National Trust and Savings Association 

In November, 1930, the Bank of Italy and the Bank of 
America of California were consolidated as the Bank of Amer- 
ica National Trust and Savings Association. The consolidated 
institution, with its affiliate, a State chartered institution, 
known as the Bank of America, has 438 branches in 263 cities 
in California. Its combined resources as of December 31, 1930, 
were $1,225,035,477. 

The consolidation plan involved three major steps: con- 
solidation of branches of the Bank of Italy and the Bank of 
America of California in territory they jointly occupy; incor- 
poration of the State-chartered affiliate to include branches 
outside and certain branches within that joint territory; and 
reassignment of personnel to care for work of both national 
and State banks. 

As a result of the scope of the consolidation movement and 
the existence within the Transamerica Corporation of such a 
large number of active subsidiaries, it was possible to accom- 
modate all the personnel of the consolidating banks. The 
consolidation itself has greatly enlarged many agencies of 



AMERICA & SECURITY 
INSURANCE 
CORPORATION 
100 % 

Capita] $10,000 
Surplus & Profits $100,286 
Founded J 928 


CHART IV 

TRANSAMERICA CORPORATION^ 
June, 1930 


NATIONAL COMMERCIAL 
PROPERTIES COMPANY 
100 % 

Capital $60,000 
Surplus $60,000 

Founded 1930 


AMERICOMMERCIAL 
CORPORATION 
100 % 

Capital $20,000 
Profits $2,966 
Resources $2,291,696 
Balance of auseta dlatributed to 
National Bankltaly Company 1927 


AMERITALIA 
CORPORATION 
64.14 % 

Capital L 200,000,000 
Shares 2.000.000 
Par L 100 

Founded 1928 


BANCA D' AMERICA 
E D'lTALIA 
60.49 % 

Capital L 200.000.000 
Surplus L 38,000,000 
Resources L 1.670.358.064 
37 Offices 
• Founded 1918 


MISCELLANEOUS 


CAPITAL COMPANY 

100 % 

Capital $500,000 
Surplus $306,000 
Resources $8,671,608 
Founded 1911 
Real Estate Subsidiary 


BANK VF ITALY 
NATIONAL TRUST 
a SAVINGS 
ASSOCIATION 

99.66 % 

Capital $50,000,000 
Far $26 

Surplus $50,000,000 
Froflta $H.251, 158 
Raaourcea 

$1,055,113,373 
DapoaiUirs 1,500,000 
X02 Offiuoa 
Founded 1904 


CALIFORNIA JOINT 
STtlCK LAND BANK 
100 % 

Capital $916,000 
Sur. & Ihrof. $684,646 
Resoureea $16,760,343 
Authorized Capital 
10,000 Shares 
Par $100 
Founded 1919 


BANKITALY MORTGAGE COMPANY 
100 % 

Capital $1,000,000 Par $100 

Surplus & Profits $891,873 
Resources $24,767,766 
Founded 1927 




NATIONAL 
BANKITALY 
COMPANY 
99.66 % 

Capital $20,000,000 
Par $100 
Sur. & Prof, 

$71,620,927 

Resources 

$93,120,927 
Succctiaor to 
Stockliulilcra Auxiliary 
Corpuratiun 


AGRICULTURAL 
CRKDIT 
COKI'ORATION 
100 % 

Capital $1,000,000 
Par $100 

Sur. & Prof. $20,337 
Resources $2,988,000 
Founded 1929 



ASSOCIATION 
NEW YORK 

69.35 % 

Capital $35,776,300 
Par $26 

Surplus &. I’rufita 
$98,663,009 
Resources 
$437,940,048 
86 Offices 
Founded 1812 


BANCAMEUIOA 

iJLAIR 

CORFOKATION 
69.36 % 

Mvraud with 
Runcaint'rica 
Corpuratiun 



BANCITALY COMPANY 
OF AMERICA 
99.81 % 

Capital $167,600,000 
Shares 1.676.000 
Sur. & Prefita $213,371,268 
Resources $450,796,806 
Par $100 

Formed to acquire assets of 
Bancitaly Corporation 
Founded 1928 


COMMERCIAL 
HOLDING 
COMPANY 
100 % 

Capital $500,000 
Sur. & Prof. $1,978,473 
Resources $81,423,062 
Founded 1928 


A Co- 

Partnership 
Founded 1890 
Incorporated 


OCCIDENTAL 
INVESTMENT 
COMPANY 
90 % 

Capital $100,000 
Surplus $1,470 
Founded 1927 


INVESTMENT COMPANY 

97.99 % 

Capital $1,000,000 
Sur. &ProfiU $39,146 
Resources $4,287,234 
Founded 1928 


MERCHANTS NATIONAL 
REALTY COMPANY 
97.99 % 

Capital $4,034,000 
Sur. & Prof. $144,090 

Founded 1927 



AMERICA 
OF CALIFORNIA 


Capital $20,000,000 
Sur. & Pro. 

$13,600,733 

Resources 

$377,986,434 
161 OITices 


CORPORATION 
OF AMERICA 
97.99 % 

Capital $18,604,701 
Sur. & Prof. $1,998,882 
Resources $34,633,010 
Founded 1929 
Acquired Assets of French 
America Corporation 


BANCITALY 

CORPORATION 


Capital $130,000,000 
Sur. & Prof. 

$149,971,326 

Resources 

$294,943,960 


CORPORATION 


Capital $1,000,000 
Sur. & P.$2.433.292 


AND SAVINGS BANK 
LOS ANGELES 

Acquired 1928 
Capital $4,000,000 
Sur. Sl P. $6,476,260 
Resources 

$161,211,000 
Founded 188G 


TRUST 

COMPANY 



TRANSAMERICA CORPORATION 

Founded 1928 


100 % 

Cap. $1,260,000 
S. & P. $1,664,622 
Res. $3,231,707 



Capital $686,648,700 Shares 23,426,948 

Sur. &P. $690,863,941 Res. $1,176,612,641 

Authorized 60,000,000 Shares Par $26 


^Hearings, p. 1351. 






































TRANSAMERICA CORPORATION 


145 


TABLE XLI 

The Transamerica Corporation ' 

June, 1930 


Name 

Bi’siness 

Peu Cent 
OWNEU- 
HllIP 

C^PirVL AND 
Suupi.rs 

Resources 

Bunk of Italy, NT & S A. 

Banking, 292 offices 

90 ()(> 

.1510S,251.1.5S 

*1,0.55,113,373 

Bank of Arncrica, N A 

Banking. 35 offices 

59 35 

71,131,309 

4.32,910,018 

Bankitaly Co of Anicnca 

Securities, etc 

99 SI 

3S2.09(>,2r»S 

4,50,796.806 

Bank of America of Calif 

National Bankitaly Co 

Banking, Kil offices 
Investments, Bank 

97 99 

33,500,733 

.377,986,434 

of Italv, N T S A 

99 05 

41.620,927 

93,120,927 

Commercial Holding Co 

Securities 

100 00 

2,17S.t73 

81,123,052 

Banca d’America e d’ltalia 
Bancamerica-Blair Corp 

Banking, 37 offices 
Investment bank- 

57 02 

23,100,000 

70,000,000 

Corporation of America . 

ing, 31 offices 

Heal Estate hold- 

59 35 

53,000,000 

53,000,000 

ing companv 

97 90 

20,603, 5S3 

31,633,010 

Intorcoast Trading Co. . 

Trading in stocks 

30 00 

31, .500,000 

31. .500,000 

intoratato E<iiiitiea Corp 
Bancitaly Mortgage Co 

Investment Trust 
Real histate mort- 

P) 

25,000,000 

25,000,000 

gages 

100 00 

l.S91,S73 

21,767,766 

California Joint Stock Land Bank 

Farm Loans 

100 00 

1 ,.500,546 

16.760,342 

Capital Company 

Real Estate 

100 00 

805,000 

8,671,608 

America Investment Corp 

Pacific National Fire Insurance 

Investments 

100 00 

1,033,115 

4,287,234 

Co 

Bankitaly Agricultural Credit 

Fire Insurance 

100 00 

2,814,622 

2,231,707 

Corporation 

Farm Loans 

100 00 

1,020,337 

2,988,000 

Amcricominercial Co 

America & Security Insurance 

Brokerage 

100 00 

22,9.55 

2,291,590 

Corporation 

Insurance 

100 00 

110,2.S6 

(») 

Amcritalia Corporation . 
Merchants National Realty 

Investments 

Real Estate Hold- 

69.79 

20,000,000 

(») 

Company 

ing Company 

97 99 

4,178,090 

(>) 

Occidental Investment Co. 
Occidental Life Insurance Com- 

Holding Company 

90 00 

3,1.33,292 

(») 

pany . ... 

Insurance 

90 00 

2,131,966 

(•) 

Occidental Investment Co 
National Commercial Properties 

Investments 

90 00 

101,470 

(•) 

Company 

Real Estate loans 

100 00 

100,000 

(*) 

Total 



*.831,732,0.33 

*2,768,411,803 


1 Cornpilod from llenriiif/s, p 1350 

* Stock interoiit, but not control, held by Bancanienca-Blair Corporation. 

* Not available. 


service within the institution, creating opportunities for the 
bank workers which did not exist before, and widening the 
field, proportionately, for all types of bankitig talent. The 
consolidation was accomplished, therefore, not only without 
decrease of personnel, but with enlarged opportunities for the 
employees involved. 

The new bank is the fourth largest banking organization 
in the United States. Administrative ofiices are maintained in 
San Francisco and Los Angeles, the board of directors holding 
monthly meetings alternately in each city. Headquarters of 
the newly chartered State bank is in Los Angeles, and its 
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administrative work in San Francisco is carried on in what 
was the head office of the Bank of Italy, which, under the 
consolidation, is now the San Francisco main office of the Bank 
of America, N. T. & S. A. 

A double interpretation may be read into this rearrange- 
ment of Transamerica’s two great California branch bank in- 
stitutions, the one under a national charter and the other 
under State charter. In the first place it caused the famous but 
local name of Bank of Italy to disappear. Bank of America as 
a name for units outside of California is far more acceptable 
than Bank of Italy. As Bank of America, the fame of this huge 
California institution will probably be expected to lay a foun- 
dation of good will, by inference, throughout the rest of the 
country for the Transamerica enterprises. In the second place, 
the adoption of a national charter evidently indicates that the 
Giannini organization likes the national banking system with 
its unique nation-wide scope. If the opportunity for nation- 
wide branch banking does come along, a national bank would 
obviously be in a better position than a State organization.^® 
The adoption of a national charter also indicates that the 
Transamerica interests are through adding branches in Cali- 
fornia (which was the purpose of organizing the present Bank 
of America under State charter), which is hardly thinkable, 
or that they foresee legislation in Congress which wiU give 
national banks State-wide branch banking privileges, at least 
where State laws do not interfere. The consolidation also seems 
to indicate that economies could be effected through con- 
centration of overhead and policy. Centralization of advertis- 
ing, publicity, and so forth for full strength against competi- 
tion appears as another possible motive for the unification.®^ 

The Corporation of America has been formed as the secur- 
ities affiliate of the Bank of America, N. T. & S. A. This 
organization, representing a consolidation of the capital, sur- 
plus and undivided profits of the Bank of America of Cali- 
fornia, the former Corporation of America, which was an 
affiliation of the Bank of America of California, and the Na- 
tional Bankitaly Company, has a capital investment of ap- 

^®See American Banker (October 10, 1930), p. 4. 

<‘*lhid. 
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proximately $125,000,000. A new wholly owned securities 
company has been formed under the title of Bankamerica 
Company. However, the name of the former securities affiliate 
of the Bank of Italy has been preserved by establishing a 
new company known as National Bankitaly Company. The 
Corporation of America is identical in ownership and operation 
with the Bank of America, N. T. & S. A., and is under the 
same management. 

Acquisitions in 1930 

A number of important additions to the holdings of the 
Transamerica Corporation and its subsidiaries were made dur- 
ing 1930. Among these were the acquisition of additional 
shares of The Bank of America N. A. (New York) and Banc- 
america-Blair Corporation; the acquisition of all the stock of 
Occidental Life Insurance Company; the securing of control 
of The First National Bank of Portland (Oregon), the first 
institution chartered west of the Rocky Mountains under the 
provisions of the National Banking Act, and having, at De- 
cember 31, 1930, — with its affiliated Security Savings and 
Trust Company — total resources of upwards of fifty millions; 
the merger of Italo Britannica Banking Corporation, a branch 
banking system with headquarters in Milan, Italy, into Trans- 
america’s subsidiary, Banca d’America 0 dTtalia in connection 
with which consolidation a minority holding of shares in the 
latter bank was acquired by important British interests; the 
acquisition of additional shares of Banca d’America e d’ltalia 
and of its affiliated Ameritalia Corporation, giving Trans- 
america more than 79% of the stock of the former and approx- 
imately 94% of the latter; and arrangements resulting in the 
taking over early in 1931 of the premises, business and organ- 
ization of the British Italian Banking Corporation and its 
conversion into the initial foreign branch of the Bank of 
America, N. T. & S. A., in London (see Report, p. 5). 

It entered the international telephone field with the forma- 
tion, in conjunction with Theodore Gary and Company, of the 
General Telephone and Electric Corporation. A substantial 
interest in the stock of General Foods Corporation was also 
purchased. 
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Simplification of the corporate structure 

A program for the simplification of the inter-corporate 
ownership relations of the various companies has been carried 
out by the management looking toward the logical grouping in 
a limited number of subsidiary holding companies of (1) bank 
stocks, (2) stocks of investment companies, (3) stocks of in- 
dustrial companies, (4) insurance stocks, (5) foreign invest- 
ments, (G) stocks of trading companies, etc. Chart V shows 
the present ownership relations. 

Eight 100 per cent owned subsidiary holding companies 
have been formed. These are the Transamerica Realty 
Holding Company, the Transamerica Mortgage Holding 
Company, the Transamerica Commercial and Industrial Hold- 
ing Company, the Transamerica Insurance Holding Company, 
the Transamerica International Corporation, the Transamerica 
Bank Holding Company, and the Inter-Continental Corpora- 
tion. Another company has been formed as the Transamerica 
Service Corporation to perform various services in relation to 
the other holding company subsidiaries. The Transamerica 
Public Utilities Holding Company also has been formed to 
hold investments in domestic public utilities. 

The investments of the Transamerica Bank Holding Com- 
pany on December 31, 1930, carried at cost, in controlled 
banks and corporations, amounted to $682,942,616. This sum 
included $551,417,634 as the cost price for Bank of America, 
N. T. & S. A., and Corporation of America stock; $112,951,652 
in stock of the Bank of America, N. A., and Bancamerica- 
Blair Corporation; and $18,573,329 in stock of the Banca 
d’ America e dTtalia and Ameritalia Corporation. The $112,- 
951,652 figure for Bank of America, N. A., and Bancamerica- 
Blair includes 158,000 shares loaned to Intercontinental Cor- 
poration on December 31, 1930. Additional shares of the Bank 
of America are also owned by Corporation of America and 
Inter-Continental Corporation.^® 

Earnings 

As a result of business and other conditions, consolidated 
net profits for the year 1930 were reported at $18,537,369, 

American Banker (March 14, 1931), p. 5. 
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^Report of the Transamerica Corporation (December 31, 1930), p. 29. 
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equivalent to about 79 cents a share on 23,688,000 shares, the 
average number of shares outstanding during the year. This 
compares with consolidated net earnings of the constituent 
units of $67,316,309 in 1929 and $70,629,148 in 1928.2® Prior 
to the 1930 and 1929 reports, complete earnings were not in- 
cluded for all units, and in some instances earnings were rep- 
resented only by clividends paid by the controlled corpora- 
tions. 

Operations of the principal Giannini enterprises in years 
prior to the formation of Transamerica Corporation, however, 
have been accompanied by a satisfactory degree of stability in 
earning power and a generally upward trend of profits. Among 
the banks, remarkable operating efficiency has been exhibited 
in the case of Bank of Italy in particular, with the result that 
profits have been unusually high in proportion to total capital 
funds. During 1928, the Bank of Italy, together with its sub- 
sidiary and affiliated units, earned over $11,603,687, while 
Bancitaly Corporation earned approximately $70,000,000. 
Combined earnings of the two institutions in that year repre- 
sented a return of approximately 19% on aggregate invested 
capital. During 1929, the Bank of Italy earned $14,277,151,2^ 
or almost 30 per cent on invested capital. 

In connection with the income statement of Transamerica 
Corporation it should be observed that with an institution of 
this kind whose stock in trade is investments, the portfolio, 
by reason of market fluctuations, may be subject to sudden 
and violent changes in value. This being the case, it is often 
possible for the corporation to report a profit, assuming the 
profit arose from interest and dividends received and from the 
sale of securities, whereas the market depreciation of its in- 
vestment list may be so great as to offset the “profit” entirely 
and result in an effective loss. 

However, with the continued application of Giannini 
methods and management as well as closer co-ordination ex- 
pected to result from a more unified corporate relationship, 
it seems reasonable to suppose that earnings in the future will 
follow an upward trend. 

2" Report of the Transamerica Corporation (July 12, 1930), p. 4. Earnings 
for tlic yoars 1927 and 1928 reported for Bancitaly Corporation. 

22 Report of the Transamerica Corporation (July 12, 1930), p. 4. Also see 
Hearings, p. 1427. 
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Balance Sheet 

Some idea of the changes effected and the progress made 
by Transamerica Corporation during the first two years of its 
operation may be gained from a comparison of condensed 
balance sheets as of December 31, 1930, and December 31, 
1928: 

Assets Dee. SI, mo DccSl.lOSS^ 

Cash, Dividonds Rtaa ivablc, and Miscollanoons $16,096,512 $1,941,713 

Investments 1,101,095,102 1,091,507,537 

Total Assets $1,117,191,644 $1,093,449,250 


Liabilities 

Capital Stock $595,585,325 $218,689,850 

Suiplus and Undivided Profits 521,606,319 874,759,400 


Total Liabilities $1,117,191,644 $1,093,449,250 

^Report of the Transamerica Corporation (Decenibor 31, 1930), p 11 
^Statement of Condition of Transa?nerica Cotporation (December 31, 1928), p 2. 


Cash and cash items including dividends receivable, on 
December 31, 1930, amounted to $16,096,542, and represented 
an increase of over $14,000,000 over the cash account for the 
previous year. Investments, comprising holdings in controlled 
or affiliated banks and corporations together with other invest- 
ments, showed an increase of only about $10,000,000. This 
was undoubtedly due to business and investment conditions 
during the twelve months’ period. 

Capital stock account had grown from $218,689,850, repre- 
sented by 8,747,594 shares to $595,585,325, represented by 
23,688,000 shares, while surplus and undivided profits were 
reduced by $353,153,081. The marked increase in Capital Stock 
account was due to three factors, namely, the payment of a 
150% stock dividend on October 25, 1929, the payment of 
regular dividends in stock, stock exchanges, and the sale of 
additional shares by means of rights and public offering. Upon 
payment of the 150% stock dividend it was necessary to 
transfer an amount in excess of $300,000,000 from surplus to 
capital thereby causing a substantial reduction in the surplus 
account. 

The book value of the stock as indicated by the balance 
sheet of December 31, 1930, was about $47.17 per share which 
compares with a book value of approximately $50 per share on 
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December 31, 1928, after giving effect to the 150% stock 
dividend. An accurate evaluation of the equity behind the 
shares is practically impossible. Because of the fact that such 
important units as the Bank of America, N. T. & S. A., are 
virtually wholly owned, no market exists for the stock and 
there is therefore no means by which to arrive at its actual 
value. For this reason, as well as several others, the actual 
liquidating value of tlie shares is largely a matter of con- 
jecture. 

Dividends 

Dividends have been paid regularly on the shares since 
incorporation. Prior to the payment of the 150% extra stock 
dividend the annual rate was $4 per share in cash plus 4% 
in stock. Cash dividends of $1.60 per share per annum and 4% 
annually in stock were initiated on the “new” shares in Sep- 
tember, 1929, the same month in which the 150 per cent stock 
dividend was declared.-® The “new” shares represented the 
“old” shares plus the 150% stock dividend. In other words 
each “new” share was equivalent to % of an “old” share. 

In view of current market conditions and the generally 
prevailing economic situation during the summer of 1930, 
the quarterly dividend was reduced from 40 cents to 25 cents.®® 
Furthermore, the policy has been adopted of declaring extra 
stock dividends in round amounts only at such times as the 
directors deem advisable instead of quarterly.®® 

Rights 

Upon organization of Intercoast Trading Company in 
August, 1929, Transamerica Corporation offered its stock- 
holders the right to buy, at $17.50 per share, one share of the 
new company for each nine shares of Transamerica Corpora- 
tion stock held. These rights sold as high as $1.30.®^ Share- 
holders of record on November 5, 1929 were again given the 
right to subscribe, to 1,000,000 shares, this time to stock of 
Transamerica Corporation at $55 per share, in the ratio of 
one adtlitional share for each 25 held.®® But owing to the 

’‘’'Report of the Transamerica Corporation (July 12, 1930), p. 5. 

pp. 1416-1417. 

Ibid. 82 Jbid. 
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precipitous decline in security values at the time, Trans- 
america stock had fallen below the offering price and through- 
out the rest of the year the rights had only a negligible specu- 
lative value.®® 

Market price and 3deld 

The price range of Transamcrica Corporation stock from 
the time of organization until December 31, 1928, was 13iy8 
high ; 125 low.®^ This was equivalent to a high of 52% and a 
low of 50 in terms of the “new” stock. During 1929 the “old” 
shares ranged between a high of 168% and a low of 125, and 
the “new” shares between a high of 67% and a low of 20%,®® 
so that the price range for the year was identical with that 
given for the “new” shares. During 1930 the new shares had 
a high of 25% and a low of 10%.®'* On the basis of $1 per 
annum regular dividends in cash and an average market price 
of about $15 during March, 1931, the income return on the 
shares is about 6.6 per cent. 

Investments in institutions under Giannini management 
have, as a rule, been highly profitable to investors. For in- 
stance, it can be shown that the purchaser of 100 shares of 
Bancitaly Corporation on June 30, 1919, at a price of $10,000, 
as of January 25, 1930, would have the equivalent of 11,069 
shares of Transamerica Corporation representing a market 
value of $487,036 at a total cost of $135,070 through the exer- 
cise of rights. Added to the principal value of his investment 
would be $48,878 paid in dividends during the decade, bringing 
total profit and income to $400,844, equivalent to approx- 
imately 34 per cent per annum on the total investment.®^ It 
should be noted in this connection, also, that the market value 
as of January 25, 1930, gave effect to the drastic decline in 
security values which came with the “market crash” of October 
and November, from which Transamerica Corporation stock 
was by no means exempted.®® 

33 A high of 10 cents and a low of 1 cent. Information furnished by the 
Standard Statistics Company. 

34 Ihid. 36 

35 Ibid, 37 Hearings, pp. 1416-1417. 

33 Total listing now authorized by the Committee on Stock List, New 
York Stock Exchange, is 24,847,484 shares, $25 par value (voting). Only six 
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Some conclusions 

A definite conclusion as to the ultimate proportions attain- 
able by this holding company is obviously impossible. The 
future course of legislative action will naturally have an im- 
portant bearing on the question. There exists little doubt, 
however, of the ultimate goal of the Giannini interests. 

If their aspirations are fully or even partially realized 
through the lifting of existing legal restrictions against inter- 
state branch banking, it is readily conceivable that Bank of 
America in New York, by reason of its historic background 
and Wall Street location, may be made the head office for a 
system of branch banks extending from coast to coast. With 
extensive facilities for procuring the necessary additional cap- 
ital and the expressed intention of bringing 500,000 stock- 
holders into the Transamerica Corporation this does not seem 
at all illogical.'''* It is quite obvious that “those behind the 
Bank of Italy are restless and ambitious spirits.” 


conjonitions have listed on the Exchange a volume of shares in excess of 
twenty millions. The other live, in addition to Transamerica, are the General 
Electric Compiiny, Geiieial Motors Coiporation, Commonwealth and Southern 
Corporation, United Gas Improvement Company, and Standard Oil Company 
of New Jersey. 

s'^The Transamerica Coi-poration has stockholders in every coiner of the 
globe, according to a tabulation coni aim'd in the 1930 report of the company. 
Altogether 39 separate countries, extending from the United States to the 
Samoan Islands, Dutch East Indies, Alaska, China, Palestine, New Zealand 
and South A Inca, aie lepri'scaited 

The countries in wJiich the 217,567 shareholders of the company arc located 
follow: Alaska, Australia, Azores, Belgium, Brazil, Canada, China, Czecho- 
slovakia, Denmark, Dutch East Indies, East Indies, England, PVance, Greece, 
Germany, Hawaii, Holland, India, Ireland, Italy, Japan, Mexico, New Zea- 
land, l^inama Ckinal Zone, Palestine, Philippine Islands, Peru, Poland, Porto 
Rico, Portugal, Roumaiiia, Samoan Islands, Scotland, South Africa, Sweden, 
Switzerland, Spam, United States and West Indies. 

llie growth in number of stockholder has also kept pace with the com- 
pany’s expansion. This growth is indicated in the following tabulation: 


July, 1923 (Bancitaly Corp.) 

January, 1924 

July, 1924 

January, 1925 

July, 1925 

January, 1926 

July, 1926 

January, 1927 


2,205 July, 1927 42,000 

5,621 January, 1928 74,267 

5,737 July, 1928 93,311 

7,848 January, 1929 97,775 

7,643 July, 1929 (Transamerica 

9,192 Corp.) 129,492 

18,549 January, 1930 165,900 

21,823 July, 1930 179,425 

January, 1931 217,567 


*0 Commercial and Financial Chronicle (March 26, 1927), Vol. 124, p. 1726. 



CHAPTER X 


ACCOUNTING ASPECTS OF THE BANK HOLDING 
CORPORATION ^ 

The writer, in this chapter, will endeavor to present an 
outline of the general accounting principles peculiar to bank 
holding corporations, although in many cases there are special 
considerations to be met, which demand special treatment. The 
accountancy work involved in the consolidation of two or 
more independent banks is frequently quite difficult, but when 
such consolidations are effected by an exchange of stocks 
through the medium of a holding company, the accounting 
difficulties are considerably simplified since the absorbed banks 
continue business as distinct legal entities. 

The analysis presented in this chapter is liinitod because 
of the incompleteness or lack of comparability of much of the 
published data. Further segregation of balance sheet data as 
well as income and expense accounts is desirable. If further 
detail were available, a more satisfactory examination of the 
operating performances of the various banking groups would 
be possible. 

Significant badance sheet problems with relation to the 
capital stock and investment accounts 

As stated in Chapter V, one of the first things that holding 
companies must do is to issue at least part of their authorized 
capital stock. This stock may be issued for cash or in exchange 
for stock of a bank it desires to acquire.® If the stock is issued 

1 Certain of the accounting practices discussed in this chapter are debat- 
able. No uniformity exists at the present time. The writer’s statements, there- 
fore, should be considered merely as his personal opinion as to what is 
desirable and practical. The present chaj^ter is not intended to be an exhaus- 
tive analysis of bank holding conioration accountancy. No previous study of 
a similar nature has come to the writer’s attention. 

^It should be noted that the ownership of the stock of a bank, or of 
any other corporation, does not render the stockholding company the direct 
owner of the property or income. 
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for cash at par, the operation in brief is simply a cash entry 
crediting capital stock, ^ but if the stock is issued at a premium, 
the amount of the premium will be credited to the paid-in 
or capital surplus account.^ Should the stock have no par value, 
and be issued for cash, the entire amount received will be 
credited to the capital account. 

If stock is issued in exchange for the stock of a bank and 
cash does not enter into the transaction, the capital account 
may be credited with the total par value of the stock issued, 
and a suitable account such as “investment in stocks of sub- 
sidiary banks” or “investment in affiliated banks” will be 
charged or debited for a like amount. 

However, it is preferable to set up the stock thus acquired 
at its break-uj) or book value, and charge the difference be- 
tween this value and the par value of the newly issued stock 
to a goodwill account. While this is the more conservative way 
of handling the transaction, it does not seem to find much 
favor in practice, and consequently the consolidated balance 
sheet is usually advocated. Banks, of course, do not set up 
goodwill accounts among their assets because of conservatism 
and custom, but there is no reason why a holding company 
should not include this item of goodwill if it has been pur- 
chased.® As this method cannot be readily applied in all cases 
with consistency, it will not be elaborated further, but in any 
ease! the highly inllated values that are sometimes applied to 
acquired stocks cannot be regarded favorably. 

Now if the stock which the holding company is to exchange 
is without par value, the question arises as to what amount 
should be credited to its capital account to represent the value 
of its investment. While some alternatives are available, it is 
believed desirable to value the acquired stock on a net worth 
basis, as disclosed by the balance sheet of the acquired bank 
at the date of acquisition.® 

s An clonioiitaiy knowledge of accounting is assumed, i.e., the meaning 
of CH'dit, debit, etc. 

In coni I list with the earned surplus account. 

® In other word.s, where a company has paid an amount in excess of the 
tangil)le or break-up value of the stock, it is buying something in addition to 
the aclual tangible assets. This something may be designated as goodwill. 

« I'hia procedure is seldom adopted in actual practice, although it is sound 
theoretically. 
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To illustrate these points, assume that a given holding 
company acquires the entire capital stock of a small bank and 
that the balance sheet on the day of acquisition is as follows: 


ASSETS 

Loans and discoimts $300,000. 

U. S. bonds and other securities 225,000. 

Banking house and equipment 68,000. 

Accrued interest 4,000. 

Cash and with banks 40,000. 


$637,000. 

LIABILITIES 

Capital stock $100,000. 

Surplus 50,000. 

Undivided profits 24,000. 

Re.ser\"c for interest, taxes, etc 13,000 

Deposits 450,000. 


$637,000. 

The holding company will be assumed to issue 2,000 shares 
of its no par capital stock in exchange for the entire capital 
stock of the above bank. It would then credit its capital ac- 
count with $174,000 and debit its investment, in affiliated 
banks account with a like amount, comprising the capital, sur- 
plus and undivided profits of the affiliated bank. On the other 
hand, if the holding company issues 2,000 shares of $100 par 
value, the capital account of the holding company would be 
credited with $200,000 and the bank stocks or bank invest- 
ments account would be charged for a similar amount, which, 
of course, would represent the cost of the acquired stock. So 
far as the holding company is concerned, it will be seen that 
this gives the same final result as if it had sold 2,000 of its 
shares to the public at par and then with the proceeds had 
purchased the 1,000 shares of the bank at a price of $200 a 
share. 

It will be noted that while it may be desirable to carry the 
stock holdings at cost, the cost may vary considerably from 
the actual book value of the assets acquired and in most cases 
will greatly exceed it. Having regard to the facts which may 
lie behind the figure of cost, it would appear that the cost 
method, in many cases, is not as satisfactory a method of 
valuing stock holdings as might be desired. However, it is dif- 
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ficult to conceive of any other basis which would be of use in 
all cases. 

Outstanding income statement problems 

I'hc ordinary holding company, or investment trust, in 
most cases purchases its holdings in the market and may carry 
them at cost or revalue them at periodic intervals in accordance 
with the ruling maiket values. All cash dividends received 
from them arc taken up in the profit and loss statement. This 
is not, or should not be, the case with the bank holding com- 
pany. Since acquisitions are primarily the result of special 
deals, tlie stocks of affiliated banks should not be subjected to 
such revaluations. While cost value, in relation to the income 
statement, may possibly be subjected to adjustment in special 
circumstances, it should be handled in a different manner, 
which is discussed subsequently in conjunction with the un- 
divided profits statement of the Bank Holding Corporation 
«Y.» 

When the holding company purchases the entire capital 
slock of a bank, it acejuires the wliolc of the reserves, surplus, 
and undivided profits. Insofar as a dividend is declared out 
of the reserves and undivided profits in existence at the date 
of acquisition Iiy the holding company, they are not income 
but capital in the hands of the latter and should be so 
handled,'' either by writing down the cost of the acquired 
stock, or by creating a capital reserve.’* For purpose of illus- 
tration, the above balance is suitable. Undivided profits 
at the dale of acquisition by the holding company amounted 
to $24,000. Assume that the bank then declares a dividend 
of 10% on its capital stock, or $10,000, out of these undivided 
profits. This dividend cannot, in the writer’s opinion, be 
correctly considered as income or profit in the hands of the 
holding company, but rather as a reduction of the cost 
value of the unit bank’s stock. The holding company should 
only consider as income dividends declared out of profits 

7 Capital ns distinguished from income. 

«By capital reserve is meant reserves which are set up to offset over- 
valuations of investments. This account could be shown in the asset side of 
the balance sheet as a deduction from the investment in stocks-of-affiliated- 
banks account or on the liability side as capital reserve. 
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earned by the affiliated or subsidiary banks subsequent 
to the date of acquisition. While this rule is possibly more re- 
spected theoretically than practically, it is sound, conservative 
accounting practice and therefore is to be recommended. 

With hypothetical figures, it is of course difficult to go into 
anything approaching full details, but it is hoped that the 
main line of reasoning has been shown in the outstanding bal- 
ance sheet and income accounts which have been considered. 

Financial statements of bank holding corporations 

In considering the published statements of bank holding 
companies, it should be remembered that they are issued with 
the alleged purpose of giving information to the stockholders. 
How far they answer this purpose may be determined by ex- 
amining specific statements.* However, it should be said at the 
outset that frequently the trend of affairs in some concerns 
during the period between the publication of successive state- 
ments is obscure. The position revealed by some statements is 
not quite clear, if not oftentimes actually misleading. Prob- 
ably bank holding companies’ balance sheets ih practice are 
not subjected to adjustment or manipulation to any greater 
extent than balance sheets of other organizations.^* However, 
there is little doubt that such possibilities exist in the case 
of the former to a greater extent than is generally supposed. 
Furthermore, where holding company balance sheets are being 
adjusted or manipulated, it is difficult for the outsider to trace 
it. 

There is, of course, no single remedy for this condition, but 
much can be accomplished by a demand on the part of stock- 
holders for more details, and by a general knowledge of the 
outstanding features of bank holding company accountancy. 
Those investors in group systems, who wish to keep informed 
as to the actual value of their investment, should endeavor to 
familiarize themselves with the particular method of presen- 
tation of accounts followed by their corporations. In cases 
where the holding company owns outright or has a substantial 

“Particularly with reference to those of outstanding and representative 
holding corporations. 

No derogatory inferences are implied by the use of the word manipu- 
lation. 
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majority control, two balance sheets should be submitted; first, 
its own balance sheet as shown by the books; and second, a 
consolidated balance sheet of the holding company and its 
subsidiaries, prepared in the generally accepted manner for 
preparing consolidated balance sheets,'^ both statements hav- 
ing due regard for the seven points enumerated at the end of 
this chapter. 


Bank Holding Corporation “A” 

The following balance sheet and income statement of this 
corporation are a very good example, in the opinion of the 
writer, of how such statements should not be presented. 


'I’OTAf. UKSOIJHCKS AND LIABILITIES OF AFIOLIATED BANKS 
AND TRUST COMPANIES 


Assets 

Logins and discounts $35,643,964 

liuiids and sccuiitics 7,986,521 

Kcal (‘Slate niorlKages 8,633,969 

(Jash and due Imiii banks 6,604,101 

Advaiict's to tiusts 435,819 

Cusloiners’ Jialulity letters of credit and ac- 
ceptances 42,901 

Custoinois’ secunlics 1,625,043 

First niort 4 >aj;e btjiids — trust fund 863,129 

Hanking house cquipinent, etc 1,905,969 

Other resources 36,744 


$63,778,163 

Liabilities 

Capital stock $4,975,634 

Surplus 5,143,965 

Undivided profits 1,796,758 

Hest'rves _ 349 ,672 

Total invested capital $12,266,029 

Bills payable 5,584,624 

Letters of credit and accei)tances 31,697 

Chistoineis’ securities — safekt'tqung 1,900,760 

Moiti:age bonds 603,931 

Kei)urchase agreements 350,900 

Circulation 701,692 

Otlu'r liabilitn^s 641,340 

Deposits 41, 697,190 


$63,778,163 


Tn other words, a balance sheet made up of figures taken from the gen- 
eral h'dger. 

See Robert FT. Montgomery, Auditing Theory and Practice (Ronald 
Press, New York, 1927), Fourth Edition, Chapter 19, “Consolidated Balance 
Sheets and Income Accounts,’^ pp, 386-406. 
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INCOME STATEMENT 

AfTBregate gross earnings of the units of the group amounted to $5,006,431 
From which all expenses (including taxes of all kinds and depre- 
ciation of buildings and equipment) were paid to the 

amount of 4,790.584 

Leaving net earnings from operations (after writing off known 

lo.sses) in the amount of 1,115,847 

Or at the rate of 22 4% on outstanding capital stock of 218,782 


Of this amount there was set aside re.si'rves for unfori'seeii con- 
tingencies in the amount of 110,367 

Leaving .available for dividends 975,480 

(Or at the rate of 19 5% on outstanding capital stock of 248,782 
■ shares of $20 par value) 

Of this amount there was iiaid out in dividends during the year 
by the group or by the member banks prior to afliliation 

with the group 470.609 

Leaving for additions to surplus or undiviiled profits .501,871 


Certain points in connection with tlicse statc'monts might 
lend themselves to unfavorable interpretation in connection 
with the accounting policy of the group. While the statement 
of resources and liabilities of affiliated banks and trust com- 
panies presents substantial figures, it is not the type of state- 
ment which can be readily analyzed by stockholders. Since it 
merely totals the respective accounts and presents aggregates 
for all the banks in the group, certain calculations in connec- 
tion with the stock of the holding company itself arc practi- 
cally impossible. The statement showing income should simi- 
larly be criticized and may even be said to be misleading.’-'’ 
It represents as profits and income to the stockholders in the 
holding company a figure which actually represents only 
partly income, the remaining portion being assets or capital, 
which the holding company bought and paid for. No cor- 
rect basis is given, therefore, on which to base analyses. The 
asset value behind each share of stock, for example, can- 
not be calculated on a correct basis. Neither is it possible 
to accurately determine what the corporation earned per 
share. 

An elaborate report of thirty-five pages is given, which, it 
would appear, fails in the purpose it purports to serve. A more 
satisfactory balance sheet as well as profit and loss statement 
for the holding company, both as shown by the books of the 

18 Not with intent to deceive, however. It has evidently been drawn up 
in accordance with what the corporation considers good accounting practice. 
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company, should be prepared as outlined above in the first 
three sections of this chapter, and in accordance with the 
seven general rules, listed at the end of the chapter. Further- 
more, these statements should be supplemented by a consoli- 
dated balance sheet of the group, prepared in accordance with 
the recognized practice of preparing consolidated statements, 
and not merely a general statement of total resources and lia- 
bilities. Earnings per share, asset value per share, etc., could 
then be determined on the basis of the holding company stock. 

Bank Holding Corporation “B” 

The following stalement has its good points and may give 
a good picture of the financial condition of the corporation even 
though it is not taken from the books of the company. Another 
objection is that the corporation simply incorporates the sur- 
plus and profits of the subsidiary banks with its own surplus 
and undivided profits. The facts do not justify such a proce- 
dure.'^ Inasmuch as the banks controlled are corporately inde- 
pendent institutions, retaining their own identity, their earn- 
ings should become part of the income of the holding company 
only when they have been declared and paid as a dividend on 
its stock and when such earnings arc from operations subse- 
quent to the acquisition of the bank. Furthermore, the surplus 
should be segregated, showing the paid-in surplus and the 
earned surplus, or undivided profits, separately. The corpora- 
tion does not follow the desired policy of submitting a profit 
and loss statement. 


RESOURCES 

Book vnliio of capital, surplus, and undivided profits 

of liank Holdin^i: (Corporation “BV^ banks $7,612,793 

L('ss minority interest therein (including directors 

qualifying shares) 145,610 


Bank Holding Corporation “B’s” ownership therein $7,467,153 

Other receivables and assets, net 29,300 

Cash in banks and in transit 6,670,080 


Total resources $14,166,533 


^*In other words, as stated above, the ownership of the stock of a sub- 
sidiary bank does not render the holding company the owner of the property 
of the bank. 
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LIABILITIES 


Capital stock outstanding (809,468 shares) 8,094,680 

Surplus and undivided profits (dividend of $242,810.40 paid 

Dec. 31, 1929) 6,071,853 

Total liabilities 8H,106.5.33 ' 


^ This report also jri'es a combined staleinent of Ihe se\en(cen binks of the jjioiip, wlucli 
will be omitted since it is unnecessary for present piiiposes 

Bank Holding Corporation “C” 

The balance sheet of Bank Holding Corporation “C” ap- 
pears to have been taken from the books of the corporation, 
and for this reason it is preferred to the previous two. Further- 
more, it is drawn up in the generally accepted accounting 
manner.^® 

BALANCE SHEET 


Assets 

Cash and call loans $4,853,390 

Stocks and bonds, at lower of cost or market 2,303.150 

Dividends, notes and accounts receivable 3,019,510 

Investment in stocks of banks and subsidiary comptinies, at cost 123,cS00,460 


Total $134,666,510 

Liabilities 

Dividend pavable January 2nd, 1930 1,431,960 

Capital and surjilus: Represented by 22,316 shares of initi.al non 
par value stock and 803,901 shares of fully participating^ non 
par value stock 133,231,558 


$134,666,510 

The paid-in-capital and the earned surplus should be segre- 
gated and not grouped in a single item. It would also be inter- 
esting to learn how the cost of investments in subsidiaries was 
arrived at, in view of the fact that the stock is without par 
value and was issued, it may be presumed, largely in exchange 
for the stock of the subsidiaries.^® On referring to the com- 
bined statement of condition of banks owned, it appears that 
the total of the capital stock, surplus and undivided profits 
of the subsidiaries amounts to $65,139,469, as against an 
investment in stocks of banks and subsidiary companies of 
$123,800,460. This indicates that stock which has a book or 

This statement has been prepared by a reputable accountinp; firm. It 
appears that statements audited by public accountants tend to conform to 
practices recommended in this chapter. 

i®Such an explanation, of course, need not be incorporated in a balance 
sheet. 
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break-up value of the former figure is carried at the latter. As 
stated above, in a properly prepared consolidated statement 
of th(! holding corporation and subsidiaries, the difference 
should be carried as goodwill. 

This corporation docs not present an independent income 
stalement but gives a combined summary of income, in which, 
for present purposes, wo arc' not iiiloresled since' it is not indic- 
ative of the position of the holding corporation itself. 

Bank Holding Corporation “D” 

The data given in the annual report of this company are 
quite sufficient and reciuirc little comment. The following 
commendfible statement appears in the report: “Wc have ob- 
tained from each bank in the group an earnings statement for 
the entire year of 1929, and where the bank was not in opera- 
tion for the full year, its income has been carefully estimated. 
Based on these figures, the annual net operating profit accru- 
ing to the C'orporation, after deducting all expenses and taxes, 
will amount to $7,282,652.04 or $4.73 per share of our stock. 
It is not to be understood that these earnings have actually 
been received by the Corporation; nor will they be received 
hereafter. It is the policy of your officers to ask dividends from 
the several banks only sufficient to meet our own dividend re- 
quirements, and to allow the excess earnings to remain in the 
several banks in the form of surplus or reserves, thus continu- 
ously strengthening the component parts of the entire organi- 
zation.” It is stated that the item stocks represents the valua- 
tion at the time of the purchase of equities in affiliated cor- 
porations. 

BALANCE .SHEET i 
Rksources 


Cash on hand $976,343 

Bonds and commercial paper 2,167,930 

Bills receivable 1,430,094 

Accounts receivable 95,640 


Total quick assets 
Furniture and fixtures . . . 

Stocks 

Accrued interest (net) . . . 


$60,572,166 


$4,670,007 

4,340 

55,894,709 

3,110 


* This is a stntemont of the holdiriE: company itself independent of subsidiaries^ 
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Liabilities 

Capital 2 38,500,614 

Sui-plus and undivided profits 21,730,546 

Dividend payable, January 1, 1930 341,006 


$60,572,166 

* The report states that theie A\as oiitstandinj;: a t»)t.il of l..'> l(),():’4 »(} shnies of an 
authorired capitalization of ri,()0U,()()0 bhaies of a par value of $2.'> on Deeeiiilier 31st, 1930. 

Bank Holding Corporation “X” 

The following statement is fairly typical of the statements 
rendered by bank holding corporations. It appears to have 
been accurately taken from the books of the corporation and 
to have been submitted in the usual condensed form. 


Ri';souRC'i‘:s 

Commorcial paper, call loans, and cash $2,147,240 

Notes leceivablc (secured) 3,614,227 

Bonds 1,876,125 

Accounts receivable 19,800 

Stock of athJiab'd companies 43,006,840 

Total liesourccs $50,664,232 

LIAIBLITIKH 

Capital 40,174,850 

Siiijilus 8,500,000 

Reserve for contingencies 700,000 

Reserve for dividends 1,289,382 


$50,664,232 

The annual report states that the corporation had out- 
standing 803,497 shares of capital stock with a par value of 
$50.00 per share, thereby giving desired data regarding the 
capital account. While the combined financial statement of 
affiliated institutions discloses capital stock, surplus and un- 
divided profits aggregating $24,763,940 as of December 31st, 
1929, according to the balance sheet, it appears that stocks of 
affiliated companies are carried at $43,006,840, or practically 
double the tangible or break-up value of those stocks as dis- 
closed by the combined financial statement of affiliated insti- 
tutions. The corporation does not give its own statement of 
earnings but instead gives the combined statement of the earn- 
ings of the group. As stated before, the latter gives no indi- 
cation whatsoever of what will be considered as income by the 
holding company. 
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Bank Holding Corporation “Y” 

The following accounts present to stockholders in proper 
form all the required information. In this case the holding 
company docs not own outright any of its subsidiaries and 
consequently no consolidated balance sheet is called for. Nev- 
ertheless, the balance sheet containing the account bank stocks 
at cost should state the market value of these stocks since it is 
information that should be given to stockholders. However, 
the main account, which attention should be drawn to, is the 
adjustment of cost of bank stock account in the undivided 
profits statement. This indicates that out of the dividends .re- 
ceived, $8,653 was earned prior to acquisition by the holding 
company, and that this amount has now been properly ap- 
plied to reduce the cost of bank stocks. This company is the 
only one which has come (o the writer’s attention to date, 
that luis incorporated such an account in financial statements. 


BAI.AN'CE SIIHET 
ASSETS 


Bank Stocks, at Cost $12,490,687 

U. S. GovrrniiK'nL and Municipal iionds at Cost 834,767 

Other Investnienls, at Cost 65,040 

("ash in Jhinks and on Call 1,106,293 

Accrued Interest lleceivable 45,676 

$14,542,463 

LIABILITIES 

Provision for Federal and Other Taxes $75,000 

Dividends Payable, Januaiy 2iid, 1930 267,000 

Capital Shares: — 

200,000 share’s no par value, amount paid 




Undivided Profits 200,463 14,200,463 

“ $14,542,463 

INCOME ACCOUNT i 

Incomk: 

Dividends $435,610 

Interest 263,900 

Miscellaneous 1,004 

^ ~ $700,514 

Less : 

Expenses paid, including compensation for services... $90,000 

Ff’os 1,200 91,200 

Provision for Federal and Other Taxes 35,004 

Net Income $574,310 


* Incidentally in this case also the accounts were prepared by a reputable accounting firm. 
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UNDIVIDED PROFITS 

Balance, December 31st, 1928 $32,506 

Deduct: Adjustment of Cobt of Bank Stock 8J)^3 

$23353 

Add: Net Income for the year ended December 31st, 1929 574,310 

”$598,163 

Deduct: Dividends Paid 450,000 

Undivided Profits $148,163 


Bank Holding Corporation “Z” 

The following balance sheet is significant not only in that 
it gives practically all desired information, but because it is 
the statement of one of the largest bank holding corporations. 


BALANCE SHEET 


December 31, 1929 


ASSETS 

Investments: 

Bank of A, and A Company 

B Company of America 

Bank of B, and B Corporation 

Bank of C, and C Corporation 

D Company 

E Fire Insurance Company 

F Mortiiapc Company 

G Agricultural Credit C'orpoiation 

The II Joint Stock Land Bank 

K Holding: Company (now M Coi*i)oration) 
Cash: 

On Deposit and Due from Banks 

Receivables : 

Dedal ed Dividends—D Company 

Adv^ances— B Company 


$120,001,091 1 
225,324,640 » 


6,124,905 1 
4,306,701 1 
600,000 1 
1,410,603 1 


250.000 

325.000 

742.000 

200.000 

359,285,000 * 


2,100,000 

50,000 

5,640,000 

5,690,000 


$367,075,000 


^Additional holdiriffs inolinlrd in the investments of A Company, 11 Company or M 
Corporation. 

* Taking (1) hook cost of stocks of hanks and their affiliates, wherovfT owm-d, (‘1) asset 
value of Huhsuliari(‘s in whirh nriikdalih* sk unties, c\ecpt stocks of hanks and their 
affiliates, have been reduced to market value and in the case of certain securities at appraised 
values 01)0, 000), (8) market value for securities owned directly by Rank Holding 

Corporation “Z” other than stocks of snhsidiaiies, the above investments aggiegated, at 
December 31, 1020 (aftei eliminating from the computation all shaies of stock held in the 
group), approximately .‘?250,0()0 000 
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LIABILITIES 

Dividend Payable January 25, 1930: 

In Cash S 3,000,000® 

Accrued : 

State Corporate Taxes, etc. (not payable until 

after date of Balance Sheet) 25,000 

Capital Stock and Surplus: 

Authorized 20,000,000 Shares S 100,000,000 $ 

Less: 

Unissued 12,000,000 Shares 240,000,000 

IssiK'd and Outstanding 8,000,000 Shares 160,000,000 
Fractional Share Scrip 37,500 Shares . . 750,000 160,750,000 

Paid-in Surplus: 

From Sales and Exchanpi's of Stock.. 300,000,000 
Less: Stock Dividend Paid (100%) . . mmOOO 200,000,000 

Profit and Loss Surplus: 

C'onsolidated Net Piofit for the year 

ended December 31, 1929 20,300,000 

Less- learnings for year of companies 
included in above but not taken 
into income of Bank IIoldinR Cor- 


poration “Z” ^1,200,000 

$ 19,100,000 

Deduct : 

Dividends Paid and Declared: 

(\ash S12,300,000 

Stock 3,500,000 15,800,000 3,300,000 364,050,000 


$367,075,000 

* In .'KMition to the casli 8ho\\n aluni*, iu>.»l>lo .T.Ttui.iry ‘26, 19.80, tho company 

had also declared an additional ilivideiid of 1% p.nable in (Mi)ilal s!(»ck nn the same «latc 

It will be noted that the desired elaboration in connection 
with the capital stock and surplus accounts, along lines indi- 
cated above, has been given, as well as some indication as to 
how the value of investments was ascertained. 

Justification for contemporary practices 

After presenting and criticizing a number of the published 
statements of important bank holding companies, it might be 
advisable to consider possible reasons why some of these state- 
ments are prepared in such a way. In the first place banks 
are placed in a somewhat different position than most busi- 
ness organizations, in that they have a large number of de- 
positors to consider and have of necessity to produce accounts 
which all may understand. They enjoy a reputation of being 
very conservative in their business, and cannot afford to be 
radical even in the method of presentation of accounts. The 
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continuation of a method of presentation which is well under- 
stood is calculated to preserve that confidence which is so es- 
sential to the life of a bank. Therefore, bankers, when they 
organize a holding company, endeavor to present its accounts 
in the form they have been long accustomed to, and with 
which they are thoroughly famihar. This tendency, of course, 
will gradually diminish when it is fully recognized that it is a 
large number of stockholders and not depositors which the 
holding company has to consider. 

Fortunately, however, many holding companies have now 
realized that it is with the investing public that they, as hold- 
ing companies, are primarily concerned, and accordingly they 
present their accounts in the accepted form. Their example 
will no doubt be followed sooner or later by all the others, 
leaving the individual or even the combined banks to issue 
statements independently for the benefit of depositors. 

Many of the holding companies whose accounts have been 
considered had just been recently organized and therefore 
were presenting their first annual report, and adopted the 
combined form since they are desirous of submitting a good 
statement. This obviated the necessity of their having to dis- 
close inconvenient facts and gives them a full operating period 
of six months or a year to put their house in order. During 
this time they will also have the opportunity of studying the 
reports of their contemporaries. 

The tendency has been noticed of the holding company to 
give a combined balance sheet of its various subsidiary banks, 
together with a combined profit and loss account, supple- 
mented by the various balance sheets of the individual banks. 
This method of presentation of accounts is applicable to branch 
banking, where a parent operating bank controls a number of 
branches, and is particularly applicable in such cases inasmuch 
as it shows the depositors all the facts in a way they can 
quickly and easily understand, but should not be used in con- 
nection with group banking, for reasons stated above. 

The writer understands that the Economic Policy Commis- 
sion of the American Bankers Association is endeavoring to 
develop a proper method of preparation and presentation of 
financial statements. 
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Summary of recommended accounting policies for bank 
holding corporations 

A brief and general discussion of certain outstanding bank 
holding corporation accounts has been presented. While many 
more examples might be given, the same general principles 
apply, and indicate the advisability of a conservative but 
thorough statement. In order to accomplish this purpose, the 
following points should be stressed; (1) give such particulars 
as will disclose the general nature of the assets and liabilities 
and how the values have been arrived at; (2) organization 
exp(!ns(\s and goodwill, if any, should be separately stated; 
(3) investments in banks held for the purpose of control 
should not be combined with other investments; (4) loans to 
or from affiliated banks shoukl be stated separately in the 
aggregate; (5) loans and investments should not be com- 
bined; (6) a complete summary of the capital stock should be 
given; and (7) expense and income accounts should be made 
available in considerable detail. 

Balance sheet data are stressed because certain leeway 
exists and certain arbitrary figures could be set up. Further- 
more, sundry assets can be combined in such a manner as to 
conceal their identity. On the other hand, in connection with 
the profit and loss statement, the various accounts which enter 
into it are simply the balances of such accounts as shown by 
the books. While some arbitrary grouping may take place, 
the net result is not affected. 
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FEDERAL LEGISLATION 

The problem of Federal supervision 

The group banking movement has created a problem in the 
field of public supervision which bank supervisory authorities 
are unable to cope with at the present time. The component 
banks in a group system may be subject to supervision as in- 
dividual corporations, but to date there is no way by which 
the organization as a whole can be brought under the juris- 
diction either of the national or the State banking authorities. 
Bank holding companies have been exempt from banking ex- 
amination, and even when a bank acts as a parent in a group 
of banks, it is subject to supervision only to the extent of its 
own banking operations. Groups often contain both State and 
national banks and State banks in several States, and both 
members and non-members of the Federal Reserve System. 
Therefore, there is no direct or indirect way by which the 
group as a whole can be examined in its total operations by 
either Federal or State authorities. 

Inasmuch as one State cannot examine and supervise banks 
in another State, even if the banks in question are a part 
of the same group, the power to conduct such examinations 
must be brought under the jurisdiction of the Federal gov- 
ernment. I 

The problem, then, resolves itself into the question : Does 
the Federal government have the power to pass a national 
law, that would be constitutional, to bring all group systems 
which extend across State boundaries and are therefore beyond 
State control, under Federal jurisdiction for regulation and 
examination? 

(a) These groups may contain only State banks, or 

(b) They may contain both national and State banks. 

171 
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This chapter is devoted to a discussion of certain negative 
aspects of the problem, but the following chapter makes con- 
structive suggestions. 

The commerce clause of the Constitution 

It is not possible, under the commerce clause of the Con- 
stitution, to find powers authorizing Federal supervision and 
regulation of group banking, since the banking business is 
not coimncrce.^ 

It is well established that the element of transportation is 
essential to commerce, or constitutes commerce itself.* It is 
also essential that the subject of the transportation be a com- 
modity. In a case where a broker dealt in foreign bills of 
exchange, the court said that he was not engaged in commerce 
but in supplying the instruments of commerce, and that a 
State tax upon a money and exchange-broker was not void as 
a regulation of commerce.® 

Commerce involves an exchange of goods.'* The courts have 
decided that one is engaged in interstate commerce when he 
carries goods in his own wagon from one State to another for 
sale at their destination,” ® or “when he pipes oil from his 
well in one State to his refinery in another for ultimate dis- 
position in the second State,” ® or “when he buys goods in one 
State and carries them into another on his own person for his 
own use.” ^ 

It has also been held that the lending of money by a citizen 
of one State to a citizen of another does not constitute inter- 

> The judicial interpretation of the commerce clause began in 1824 with 
the signiiicant opinion of Chief Justice Marshall in the case of Gibbons vs. 
Ogden, wherein a grant of the State of New York, for the exclusive right to 
navigate the watei-s of New York, with boats propelled by lire or steam, was 
lielii void as repugnant to the commerce clause of the Constitution, in view 
of the fact that it prohibited vessels licensed by the laws of the United 
States fioiu carrying on the coast trade through navigating the said waters 
liy lire or steam. The broad and comprehensive construction of the term 
■‘coiiiiueici',” in this opinion, is the basis of all subseipicnt decisions con- 
struing the commerce clause and is the recognized source of authority. See 
Gibbons vs. Ogden, 9 Wheaton 1 (1824). 

^ Kndway Co. vs. Iluscn, 95 U. S. 465 (1877). 

^Nathan vs. Louisiana, 8 Howard 3 (1870). 

* Gibbons vs. Ogden, 9 Wheaton 1 (1824). 

“ Kirrni yer vs. Kansas, 236 U. S. 568 (1915). 

® The 1‘ipe Line Cases, 234 U. S. 548 (1914). 

7 U. S. vs. II Ms, 248 U. S. 420 (1919). 
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state commerce,® and under the Fourteenth Amendment all 
the privileges and immunities enjoyed by individuals are like- 
wise applicable to corporations. 

It has also been held that interstate insurance transactions 
are not interstate commerce, since commodities are not in- 
volved. This was first decided in 1868 with regard to fire insur- 
ance. The court said: “The contracts are not articles of com- 
merce in any proper meaning of the word. They are not sub- 
jects of trade and barter offered in the market as something 
having an existence and value independent of the parties to 
them. They are not commodities to be shipped or forwarded 
from one State to another, and then put up for sale. They are 
like other personal contracts between parties which are com- 
pleted by their signature and the transfer of the consideration. 
Such contracts are not interstate transactions, though the 
parties may be domiciled in different states.” ® The business 
of life insurance was also held not to constitute commerce.^® 

Similarly it has been held that, “The business of banking is 
not interstate commerce, and a State statute regulating the 
same is not in violation of the commerce clause of the consti- 
tution.” 

Therefore, since the banking business is not interstate com- 
merce, Congress cannot, under the commerce clause, pass any 
legislation regulating banking groups. 

Federal taxing power 

The Federal government under its broad taxing power may 
tax group banking out of existence but is powerless to regulate 

^ Nelms vs. Mortgage Co., 92 Ala. 157 (1890). 

’‘Paul vs. Virginia, 8 Wallace 168 (1868). Also see Hooper vs. California, 
W5 V. 8. 655 (1894). 

N. Y. Life In.i. Co. vs. Cravens, 178 U. S. 399 (1899). Also spo North- 
western Mutual Life Ins. Co. vs. Slate of Wisconsin, 38 Supreme Court Ite- 
porter 444 (1917), and Lunceford vs. Commercial Travelers Mutual A.'i.sn of 
America, 129 U. S. 805 (1888). Among the reasons given for the deci.sions 
that insurance is a matter for State concern only is the immediate fact that 
if it were held that insurance cornpanies chartered in one State but operating 
in many States were engaged in interstate commerce, the absence of any de- 
vice of the Federal government to control them would leave their activities 
quite unrestricted. See D. M. Keeser and S. May, The Public Control of 
Business (Harper A Bros., New York and London, 1930), pp, 213-21. 

Engel vs. O’Malley, 219 U. 8. 128, 182 Fed. 365 (1910). It has also been 
held that, “Private banking is not commerce, even though the business m.av 
involve the receipt of bailments from other states.” See Frederick N. Judson, 
Interstate Commerce, 3d ed., (1916), Sec. 8. 
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or supervise it. The Constitution of the United States, while 
restraining expressly and by implication the taxing power of 
the States, grants certain taxing powers to Congress. As the 
Federal government, under the Constitution, is one of dele- 
gated powers, the taxing powers must be found in the express 
or implied powers of the Constitution.^^ The source of the 
taxing power of Congress is found in Article 1, Section 8, of 
the Constitution, wherein it is stated that, ^‘The Congress shall 
have power to lay and collect taxes, duties, imposts and ex- 
cises, to pay the debts and provide for the common defense 
and general welfare of the United States. . . Thus the only 
express limitation upon the taxing power is that it shall be 
for the payment of debts and to provide for the common de- 
fense and general welfare of the United States.^^ 

In the famous case of McCulloch vs. Maryland, Chief 
Justice Marshall stated the basis of the taxing power and the 
security against its abuse as follows: 

The power of taxing the people and their property is essential to 
the very existence of government, and may be legitimately exercised 
on the subjects to which it is applicable to the utmost extent to 
which the government may clioose to carry it. The only security 
against the abuse of the power is found in the structure of the gov- 
ernment itself. In imposing a tax the legislature acts upon its 
constituents. This is in general a sufficient security against errone- 
ous and oppressive taxation. The peojde of a state, therefore, give to 
their government a right of taxing themselves and their property, 
and as the exigencies of government can not be limited they pre- 
scribe no limits to the exercise of the right, resting confidently on 
the interest of the legislature and on the influence of the constitu- 
ents over their representative in guarding them against its abuse. 
The power to tax extends to persons, property, and occupation; it 
touches property in every shape, in its natural condition, in its 

12 See Martin vs. Hunter, 4 Wheaton 304 (1816), wherein it is stated that, 
“The government of the United Stales can claim no powers which are not 
granted to it by the Constitution, and the powers which are actually granted 
must be such as are expressly given, or given by necessary implication.” 

Implied limitations of the taxing powers are found in the construction 
of the “due proce.ss clause.” Thus it has been held that, “The proceeds of a 
tax must be used for public purposes only.” See Cole vs. La Grange, 113 
U.S. 1 (1884). Also see Loan Association vs. Topeka, 20 Wall 655 (1^5), in 
which a statute of Kansas was held invalid because by its provisions the 
property of the citizens under the guise of taxation could be taken in aid of 
private enterprise, which was a perversion of the taxing power under Article 
1, Section 8, of the Constitution. 
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manufactured state, and in its various transmutations; it may 
reach business in almost infinite forms in which it is conducted, in 
professions, in commerce, in manufactures and in transportations.^* 

Therefore, it is quite evident that Congress, under its broad 
power of taxation, could levy a tax which would force the 
holding corporations engaged in the purchase of bank stock 
out of business, just as the power of taxation was invoked 
with no purpose of revenue in view, but solely to destroy and 
tax out of existence bank notes issued by State banks.'® 
However, it is not the prohibition of group banking that 
is being sought, but rather its regulation and supervision. It 
is well settled that where a tax has for its sole purpose the 
regulation of a business it is unconstitutional.'® Thus it would 
appear that the taxing power of Congress cannot be used for 
the regulation and supervision of group banking. 

Clayton Act and interlocking directorates 

The Clayton Act of 1914, which in general prohibits inter- 
locking directorates or interlocking of executive officers, is 
ineffective in preventing the expansion of group banking. This 
is due to the fact that the restrictions contained in the Clay- 
ton Act apply only to the interlocking of directorates or 
executive officers between large banks or banks in cities over 
200,000 in population and only to national banks. 

The provisions of the Clayton Act pertaining to the inter- 
locking of certain banking directorates as provided for in Sec- 
tion 8, may be briefly stated as follows: 

1. No person who is a director or other officer or employee of a na- 
tional bank having resources aggregating more than $5,000,000 
can legally serve at the same time as director, oilicer, or em- 
ployee of any other national bank, regardless of its location. 

2. No person, who is a director in a State bank or trust company 
having resources aggregating more than $5,000,000 can legally 

McCulloch vs. Maryland, 4 Wheaton U.S. 316 (1819). In this case the 
Chief Justice used the famous expression, so often quoted, thatj “The power 
to tax involves the power to destroy.” Also see Hogan vs. Reclatnalion Dis- 
trict, 111 U.S. 701 (1883), and State Tax on Foreign Held Bonds, 15 Wall 
319 (1872). 

18 Veazie National Bank vs. Fenno, 8 Wall 533 (1869). 
i*See Bailey vs. Dreiel Furniture Co., 42 Supreme Court Report 449 
(1922), for a representative case. 
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serve at the same time as director of any national bank, regard- 
less of its location. 

3. No person can legally be a director, officer, or employee of a na- 
tional bank located in a city of more than 200,000 inhabitants 
who is at the same time a private banker in the same city, or a 
director, officer, or employee of any other bank (State or na- 
tional) located in the same city, regardless of the size of such 
bank. 

The same section of the Act provides certain exceptions. 
The most important provisions of this nature are : 

1 . There is no prohibition that a person cannot be at the same time 
a director, officer or employee of a national bank and not more 
than one other national bank, State bank or trust company, 
where the entire capital stock of one is owned by the stock- 
Jioldcrs of the other. 

2. There is no proliibition that a person cannot be at the same time 
a Class A director of a Federal Reserve Bank and also an officer 
or director, or both an officer and director in one member bank. 

The Act clearly prohibits the interlocking of directorates 
between State and national banks under the same conditions 
as between national banks. But the Federal authorities have, 
in case of any disobedience, no choice as to whether they wish 
to remove the disobedient person from the board of the na- 
tional bank or from the board of the State bank. They can 
only remove him from the board of the national bank. In other 
words, if, in this respect, the Act makes reference to State 
banks, it does not mean that any Federal legislation is imposed 
upon them. It is possible that the Act may also forbid the 
interlocking of directorates among State banks because it 
speaks of “banks organized or operating under the laws of the 
United States.” The fundamental principle with regard to 
this matter, however, has been laid down by the Attorney- 
General of the United States with the general statement that, 
“Neither State member nor non-member banks can be said to 
be organized or operating under the laws of the United States 
within the meaning of the Clayton Act.” From this it fol- 

Clayton Act, Section 8. 

Federal Reserve Bulletin (November, 1917), p. 744. Also ibid, (October, 
1916), p. 526, and Digest oj Clayton Act (100), p. 98, and (203), p. 99. 
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lows that State banks and trust companies may have officers 
and directors in common with other State banks and trust 
companies that are members of the Federal Reserve System. 

The matter became further complicated by the Kern 
Amendment of 1916, which afforded a somewhat greater lati- 
tude of action than under the Clayton Act. The amendment 
itself authorized any officer, director, or employee of a member 
bank to serve as officer, director, or employee of not more than 
two other banks, banking associations, or trust companies, 
when organized under the laws of the United States or any 
State, if such other bank, banking association, or trust com- 
pany should not be in substantial competition with such mem- 
ber bank.‘® It was necessary, however, to obtain the consent 
of the Federal Reserve Board in order to continue this kind 
of relationship with other banks.®® In this way it became 
necessary for the Board to investigate the facts bearing upon 
the question of competition. After a careful study the Board 
decided not to revoke permits where interlocking directorates 
resulted in the growth of competition.®^ The McFadden Act 
also added to the discretion of the Board in this respect. 

It would appear, therefore, that inasmuch as the Clayton 
Act and its amendments do not affect member or non-member 
State banks, and since national banks may readily circum- 
vent the provisions of the Act by holding such directorates in 
other banks through dummy directors or officers or directors 
of its investments affiliate, who do not act upon the board 
of directors of a national bank, the provision regarding inter- 
locking directorates does not prevent the development of 
group systems. 

Shareholdings by national banks 

In considering the matter of Federal regulation, it should 
be remembered that national banks cannot invest in the shares 
of other national banks. State banks or trust companies.®® The 
National Bank Act of 1864 and all its revisions, as well as the 

i®Kern Amendment to the Clayton Act (May 15, 1916). 

20 Ibid. 

Report of the Federal Reserve Board (1923), p. 51. 

22 Exceptions are made for stock in Federal reserve banks, institutions 
financing foreign trade, and agricultural credit corporations. 
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Federal Reserve Act, are silent on this question, but the 
United States Supreme Court has held in various decisions 
that national banks cannot invest in stocks of any kind, except 
as noted above. However, these rulings serve to restrict group 
banking from a Federal point of view only insofar as national 
banks may endeavor to directly purchase bank stocks. 

Limitations upon the powers of national banks in this 
respect were pointed out in the case of California National 
Bank vs. Kennedy, when the United States Supreme Court 
held that, “The power to purchase or deal in stock of another 
corporation, is not expressly conferred on national banks, nor 
is it an act which may be exercised as incidental to the powers 
expressly conferred. A dealing in stocks is consequently an 
ultra vires act.” This decision is based on old authority, 
since previously in 1823 the United States Supreme Court held 
with reference to the old United States Bank, that, “Dealing in 
stocks is not expressly prohibited, but such a prohibition is 
implied from the failure to grant the power.” It was further 
held that a prohibition against trading and dealing was 
nothing more than a prohibition against engaging in the 
ordinary business of buying and selling for profit.®® 

In California National Bank vs. Kennedy it was also held 
by the United States Supreme Court that a national bank 
cannot be a shareholder in a savings bank.®* Such an invest- 
ment would constitute an ultra vires act. Another case, which 
specifically forbids national banks from buying shares of other 
national banks, is that of the Concord First National Bank vs. 
Hawkins, in which the following decision was rendered: “The 
provision, forbidding a national bank to own and hold shares 
of its own capital stock, would in effect be defeated, if one 
national bank were permitted to own and hold a controlling 
interest in the capital stock of another.” ®'' 

California National Bank vs. Kennedy, 167 U.S. 366 (1897). 

Fleckner vs. President, Directors and Co., of the Bank of the United 
States. 8 U.S. 338 (1823). 

28 Ibid. 

California National Bank vs. Kennedy, 167 U.S. 366 (1897). 

Concord First National Bank vs. Hawkins, 174 U.S. 369 (1899). In 
National Bank vs. Cojcse, 99 U.S. 628 (1878), the Supreme Court also held 
that, “No express power to acquire the stock of another corporation is con- 
ferred upon a national bank, but it has been held that as incidental to the 
power to loan money on personal security, a bank may in the usual course 



FEDERAL LEGISLATION 


179 


While it can be clearly seen from these decisions that a 
national bank cannot directly buy or sell the shares of other 
banks, holding corporations, or any other corporations,^® no 
existing Federal regulations can stop the oflBcials of national 
banks, or their representatives, from organizing bank holding 
corporations and purchasing or exchanging the stock of na- 
tional banks, or having the shares of a national bank and an 
investment affiliate evidenced by a combined share certificate 
on a pro rata basis. 

It appears, therefore, that the Federal government is un- 
able to cope with the problem of supervision of group banking 
by resorting to the powers so frequently utilized which have 
been granted under the commerce clause, the Clayton Act and 
the broad taxing provisions of the Constitution. 

of doing such busine.ss accept stock of another corporation as collateral and 
by the enforcement of its rights as pledgee it may become the owner of the 
collateral and be subject to the liability as other stockholders.” The same 
court also stated in First National Bank vs. Exchange National Bank, 96 U.S 
122 (1877), that, “A_ national bank may be conceded to possess the incidental 
power of accepting in good faith stock of another coiporation as security for 
previous indebtedness. It is clear, however, that a national bank does not 
possess the power to deal in stocks. This prohibition is implied from tlie 
failure to grant the power.** 

McFadden Act has not altered the previous regulations so far as 
dealing in shares is concerned. Section 5136 of the National Bank Act in its 
revised text now grants power to national banka to conduct certain invest- 
ment operations, all of which, however, are confined to marketable obligations 
evidencing indebtedness. 



CHAPTER XII 


FEDERAL LEGISLATION {Continued) 

The problem with which Congress is now called upon to 
deal is, legally, one of the most difficult and technical ques- 
tions to be found today in the realm of jurisprudence. If the 
matter is to be a subject of Federal regulation, as necessarily 
it must be if it is to be effectively curbed and guided, then 
it is necessary, as a preliminary step, to ascertain where, if at 
all, in the Federal Constitution the general regulatory power 
of Congress may be found. 

Implied powers clause of the Constitution 

It might be held that the right of Congress to supervise 
group banking would arise from the right of Congress to estab- 
lish and regulate national banks and other members of the 
Federal Reserve System. But the right to establish national 
banks and the Federal Reserve System arises from the “im- 
plied powers” clause of the Constitution. It has been clearly 
expounded by Chief Justice Marshall: 

The government of the United States, then, though limited in its 
powers, is supreme; and its laws, when made in pursuance of the 
Constitution, form the supreme law of the land, “anything in the 
Constitution or laws of any State to the contrary notwithstanding.” 

Among the enumerated powers, we do not find that of establish- 
ing a bank or creating a corporation. But there is no phrase in the 
instrument which, like the articles of confederation, excludes inci- 
dental or implied powers ; or which requires that everything granted 
shall be expressly and minutely described. . . . 

Although, among the enumerated powers of government, we do 
not find the word “bank” or “incorporation,” we find the great 
powers to lay and collect taxes ; to borrow money ; to regulate com- 
merce; to declare and conduct a war; and to raise and support 
armies and navies. ... It can never be pretended that these vast 
powers draw . . . others of inferior importance, merely because 
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they are inferior. Such an idea can never be advanced. But it naay 
with great reason be contended, that a government, intrusted with 
such aniple powers, on the due execution of which the happiness and 
prosperity of the nation so vitally depends, must also be intrusted 
with ample means for their execution. . . . 

The government which has a right to do an act, and has im- 
poscd_on it the duty of performing that act, must, according to the 
dictates of reason, be allowed to select the means. . . 

Therefore, it appears that the power to establish the na- 
tional banks and the Federal Reserve System is derived from 
the “implied powers” clause of the Constitution,® 


The Currency Clause 

The modern conception would probably be to consider the 
currency clause of the Constitution as a second source of 
regulatory power,® and construing the implied powers clause 
and the currency clause together, lend to the Federal govern- 
ment a strong control over currency and moneyed corpora- 
tions. According to the court in the case of Veazie Bank vs. 
F enno, “It cannot be doubted that under the Constitution the 
power to provide a circulation of coin is given to Congress. 
And it is settled by the uniform practice of the government 
and by repeated decisions, that Congress may constitutionally 
authorize the emission of bills of credit. It is not important, 
here, to decide whether the quality of legal tender, in payment 
of debts, can be constitutionally imparted to these bills; it is 
enough to say, that there can be no question of the power 
of the government to emit them; to make them receivable 
in payment of debts due to itself ; to fit them for use by those 
who see fit to use them in all the transactions of commerce; 


'^McCulloch vs. State of Maryland, 4 Wheaton 316, 4 L. Rd. 576 (1818). 

^ U.S. Constitution, Art. 1, Sec. 8. “Congress shall have the Power . . . 
To make all Laws which shall be necessary and proper for carrying into 
Execution the foregoing Poweis, and all other Powers vested by this (Consti- 
tution in the Government of the United States, or in any Department or 
Officer thereof.” 

® U.S. Constitution, Art. 1, Sec. 8, ^‘Congress shall have the Power ... To 
coin money, regulate the Value thereof, and of Foreign Coin, and fix the 
Standard of Weights and Measures.” 

Art. 1, Sec. 10, “No State Shall . . . coin Money; emit Bills of credit; 
make any Thing but gold and silver Coin a Tender in Payment of 
Debts. . . 
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to provide for their redemption; to make them a currency, 
uniform in value and description, and convenient and useful 
for circulation. These powers, until recently, were only par- 
tially and occasionally exercised. Lately, however, they have 
been called into full activity, and Congress has undertaken 
to supply a currency for the entire country. . . . 

“Having thus, in the exercise of undisputed constitutional 
powers, undertaken to provide a currency for the whole 
country, it cannot be questioned that Congress may, constitu- 
tionally, secure the benefit of it to the people by appropriate 
legislation. . . . Without this power, indeed, its attempts to 
secure a sound and uniform currency for the country must be 
futile.” * This case, decided in 1869, just fifty years after the 
decision in McCulloch vs. Maryland, shows the trend of judi- 
cial opinion toward a stronger, more powerful central govern- 
ment. By imperceptible steps Congress has assumed ever 
greater control over the banking business, until today there 
is little doubt that any legislative action, no matter how 
radical, would be attacked from a practical viewpoint rather 
than a legal one. It seems possible that Congress, should it so 
desire, could even put out of existence aU banks not under 
national control, through the exercise of the taxing power and 
the broad provisions of the currency clause.® 

Nature of a banking corporation 

Future legislation affecting banks and their conduct must 
take into consideration the fact that banking is fundamentally 
a business, and as such has certain legal rights as well as 
obligations in common with other individual and incorporated 
commercial enterprises.® 

Banks should be subject to governmental control to such 
an extent as involves the public welfare. Supervision in the 
interest of safety is clearly within the normal scope of govern- 


^Veazie Bank vs. Fenno, 8 Wallace 533, 19 L. Ed. 482 (1869). Italics are 
the writer’s. 

®The Comptroller of the CuiTcncy has also said: “There is no question 
in my mind that Congress could eliminate the State banks.” See Hearings, 

p. 268. 

®Sce Osborn vs. Bank o] United States, 9 Wheaton 738, 6 L. Ed. 204 
(1824), for further details on this point. 
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ment; included in this is the right to charter, to enter, and to 
examine. Beyond this, however, the right of the government 
to intervene and control is, theoretically at least, insupport- 
able. The government does not own any banks, except the 
Federal Intermediate Credit banks; its interest in banking is 
no greater than its interest in manufacturing or in agriculture. 
It is the peculiar function of the government to supervise and 
regulate, but only to such an extent as will make banking 
safe, for to that extent the public is vitally interested. Too 
great a freedom tends to make the banking situation worse 
rather than better. However, the law cannot cure by statutory 
action the ills inherent in every kind of management. Its 
province is fundamentally ministerial, even though it may be 
directorial.'' 

There is no escaping the fact that banks are quasi-public 
institutions. In law the relationship between a bank and its 
depositor is treated as that of debtor and creditor. But this 
relationship is only so construed as between the immediate 
parties. As far as the public generally is concerned, banks are 
public institutions, although managed by private individuals 
for private profit. Banks differ from the ordinary private cor- 
poration, however, because of their quasi-public attributes. 
For this reason they are subjected to strict supervision and 
rigid scrutiny by governmental authorities. Since bank holding 
corporations control the operations of affiliated banks through 
stock ownership, it is also clear that they possess quasi-public 
attributes, because of the nature of their business, and accord- 
ingly should be subjected to effective governmental regulation. 

Present state of control 

Some conception of the difficulties of control of the large 
group systems may be obtained from the discussion of the 
Transamerica Corporation in Chapter IX which illustrates the 
tremendous power which these holding companies, with 
the combined financial resources of their subsidiaries, can 
exert. 

Despite this fact, the Comptroller of the Currency has no 

Reed vs. Home Savings Bank, 130 Mass. 443, 39 Amer. Rep. 468 (1879); 
Ladd vs. Androscoggin County Savings Bank, 96 Me. 620, 52 Atl. 1016 (1902)! 
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power of supervision or regulation over these holding 
companies since no such power has been given him by 
Congress.® 

Former Governor Crissinger of the Federal Reserve Board 
also has insisted that the Federal Reserve Board is powerless 
under the law to take action because there is no provision of 
statute which confers upon the Board any authority to regu- 
late or prohibit the holding of the stock of State member 
banks by any group or corporation, and has stated that inas- 
much as the existing law contains no provision designed to 
check or control group banking, the remedy lies with Con- 
gress.® 

The remainder of the discussion will be approached from 
three angles: 

1. Authority of the State and Federal governments. 

2. Authority over stockholders in banking corporations. 

3. Extension of supervision to railroad holding corpora- 
tions. 

Authority of State and Federal governments 

The years following the adoption of the Constitution of 
the United States were difficult ones for the United States 
Supreme Court. A government had been created, confined and 
limited to certain definite clearly stated powers. At the time 
the distinction between State and Federal powers seemed too 
obvious to admit of question. It was only because of an over- 
zealous desire to guard State rights from usurpation that the 
Tenth Amendment was adopted, stating that, “The powers 
not delegated to the United States by the Constitution, nor 
prohibited by it to the States, are reserved to the States re- 
spectively, or to the people.” It was not long, however, before 
dissension arose, and the Supreme Court, presided over by the 
illustrious Chief Justice John Marshall, almost invariably sup- 
ported the Federal government in its claims. 

^Report of the Comptroller of the Currency (1929), p. 9. 

® ^‘Governor Crissinger of Federal Reserve Board in Answer to Represen- 
tative McFadden Concerning Spread of Chain Banking Says Remedy Lies 
with Congress,” Commercial and Financial Chronicle (May 11, 1929), Vol. 
24, No. 3392, p. 3011. 
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One of the bitterest fights was waged over the incorpora- 
tion and subsequent spread and development of the national 
bank. In McCulloch vs. Maryland the court sustained the 
power of Congress in establishing a national bank, under the 
theory that such power was to be implied from the powers 
specifically granted.*® In Osborn vs. Bank of the United States 
the Court held that the corporation was a legal entity and 
therefore had a right to bring suit in its own name in the 
Federal courts.** The case of Veazie Bank vs. Fenno, half a 
century later, shows how the trend of judicial thought had 
already solidified. It holds that Congress has full authority 
over currency and, in the plenary exercise of this authority, 
could tax State bank notes out of existence.*- This decision 
was rendered in spite of the well known dictum that the power 
to tax involves the power to destroy.*® By 1875 the supremacy 
of Congress in the banking field was beyond question. In that 
year Mr. Justice Swayne, speaking for the unanimous court, 
stated the law to be as follows: ** 

The constitutionality of the act of 1864 is not .questioned. It 
rests upon the same principle as the act creating the Second Bank 
of the United States. The reasoning of Secretary Hamilton and of 
this court in McCulloch vs. Maryland and in Osborn vs. Bank of 
the United States, therefore, applies. The national banks organized 
under the act are designed to be used to aid the government in the 
administration of an important branch of the public service. They 
are means appropriate to that end. Of the degree of the necessity 
which existed for creating them Congress is the sole judge. 

Being such means, brought into existence for this purpose, and 
intended to be so employed, the States can exercise no control over 
them, nor in any wise affect their operation, except in so far as 
Congress may see proper to permit. Anything beyond this is “an 
abuse, because it is the usurpation of power which a single State 
cannot give.” Against the national will the “States have no power, 
by taxation or otherwise, to retard, impede, burthen, or in any man- 
ner control, the operation of the Constitutional laws enacted by 
Congress to carry into execution the powers vested in the General 

McCulloch vs. Maryland, 4 Wheaton 316, 4 L. Ed. 576 (1818). 

Osborn vs. Bank of the United States, 9 Wheaton 738, 6 L Ed 204 
(1824). 

Veazie Bank vs. Fenno, 8 Wallace 633, 19 L. Ed. 482 (1869). 

McCulloch vs. Maryland, 4 Wheaton 316, 4 L. Ed. 576 (1818). 

Farmers and Mechanics National Bank vs. Bearing, 91 tJ.S. 29 23 L Ed 

196 (1876). , . u. 
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Government.” The power to create carries with it the power to pre- 
serve. The latter is a corollary from the former.^^ 

This final paragraph is the keynote of judicial thought in 
banking cases. As has already been indicated, the aflSliated 
banks can only be protected from possible exploitation by 
holding companies if proper supervisory control is obtained. 
It seems clear that should the Federal government seek to 
regulate bank holding companies the Federal courts will give 
it their support. 

Yet the matter is not one to be dismissed thus lightly. 
These holding corporations are created under State laws, and 
are not answerable to the Federal authorities for all of their 
activities. It is only in a case where the banking system of 
the country is threatened with potential dangers that State 
autonomy will be curbed so as to permit Federal control. 

Jurisdiction over bank stockholders 

There is nothing new in the proposition that the Federal 
authorities should supervise bank holding companies. A hold- 
ing company is nothing more or less than a stockholder in a 
bank. Both the States and Congress have always imposed 
upon bank stockholders a liability for corporate obligations 
far in excess of any ever interposed on shareholders in other 
commercial enterprises. Stockholders in national banking 
associations are, by statute, held legally liable to the extent of 
the par value of their holdings, in addition to the amount al- 
ready invested.*® Stockholders, then, may be held responsible 
for obligations of the banking corporation.*^ The laws make 
no legal distinction between a stockholder and a corporation, 
even though it be a corporation organized under State laws 
and under ordinary circumstances amenable only to State 
jurisdiction. 

1® Osborne vs. Bank of the United States, 9 Wheaton 738, 6 L. Ed. 204 
(1824). Italics are the writer's. 

i^^Rev. Stat., Sec. 5151 (U. S,). 

“That the various provisions of the national bank act are a part of the 
contract of the charter of a national bank, and when a party becomes a 
stockholder therein he necessarily submits himself to the provisions of the 
law under which the bank is authorized to transact business.” Young vs. 
Wempe, 46 Fed. 354 (1891). See also Hobart vs. Johnson, 8 Fed. 493 (1881), 
Aldrich vs. Skinner, 98 Fed. 375 (1889), 
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If the safety of a bank requires that stockholders be held 
responsible for the bank’s deficiencies, it would not seem un- 
reasonable to extend the reasoning a bit further and to say 
that the safety of the bank requires that the stockholders 
themselves be regulated. Ordinarily this would be a mere 
superfluous gesture. But when the stockholder has control of 
the bank’s policies through majority ownership of its stock, 
with the power to exercise this control at will for good or evil, 
it would be no more than another step in the right direction 
to assume a regulatory attitude toward the stockholder. In 
this way no proper manipulation of bank finances would be 
hindered and no common law rights of the stockholder would 
be violated, yet at the same time the interests of the public 
generally would be safeguarded. This is no chimerical fancy, 
as past experience in exactly the same sort of situation has 
shown. A brief reference may be made at this point to the 
body of legal reasoning which has developed in the case of 
railroad holding corporations. 

Extension of Federal supervision to railroad ■ holding cor- 
porations 

It is not a new prmciple for a holding corporation to be 
supervised and regulated because the public interest so de- 
mands, where such a corporation, by virtue of its business and 
potentiahties, is quasi-public in nature. Thus, it has been held 
that a holding corporation owning a controlling interest in the 
stock of railroads operating throughout six States is responsi- 
ble to the public for any default in the operation and mainte- 
nance of the operating roads. The case is analogous inasmuch 
as the court held that a holding company owning stock in a 
business affected with the public interest could be super- 
vised.*® In the case of Venner vs. New York Central and Hud- 
son River Railroad Company, the court stated that: 

The New York Central and Hudson River Railroad Company 
is a railroad company organized under the laws of New York . . . 
and it is the owner and controls a majority of the capital stock of 
the Lake Shore and Michigan Southern Railroad Company, and the 

While this is a State case, it is offered because of the line of reasoning 
involved. 
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Michigan Central Railroad Company. As such owner of a majority 
of the capital stock of these two corporations it becomes respon- 
sible, through the boards of directors which it chooses, for the oper- 
ation of these two corporations. It owes a duty to exercise the 
franchises of these corporations primarily to the public, and then to 
its own stockholders, for the majority interest in the properties 
belongs in equity to the owners of the stock of the New York Cen- 
tral and Hudson River Railroad Company, and their holdings in 
the parent company depend for their value upon the value of the 
stocks of the two corporations mentioned in a very large degree, not 
only as abstract ])ropcrty but as feeders of the New York Central 
Railroad proper between Buffalo and tidewater. ... It will thus 
be seen that the New York Central and Hudson River Railroad 
Company ... is the equitable owner of a controlling interest in all 
of the defendant railroads, covering a considerable portion of the 
great States of New York, Pennsylvania, Ohio, Indiana, Michigan, 
and Illinois, and in active competition with the Pennsylvania rail- 
road, the Erie railroad, and the Wabash and Grand Trunk lines . . . 
and each one of these corporations so owned and controlled by the 
New York Central and Hudson River Railroad Company must to 
retain its franchises and its value to the owning company be equipped 
and operated to its highest or at least its minimum of efficiency. 
It is the business of the New York Central and Hudson River Rail- 
road Company, as the ultimate owner of the controlling interest in 
the stocks of these various corporations, to equip and to operate 
these roads in such a manner as to produce the public purposes com- 
templated in their construction and to contribute to the value of the 
stocks in the possession of the parent company and to foster its own 
carrying trade to and from the seaboard. . . . There is no limit to 
which one stock corporation may purchase and hold the stock of 
another stock corporation, no limit to the extent to which the cor- 
poration as such stockholder may intrude its officers into the direc- 
torate of the company whose stock is thus purchased, and this is 
an entirely reasonable provision of law, for the stockholders are the 
equitable owners of the corporation, and where one corporation 
purchases a majority of the stock of another such purchasing cor- 
poration (it) would naturally be entitled to control the affairs of 
the corporation in which it had become the owner; but such control 
would have to be consistent with the puri)oses for which the corpo- 
ration was created (Central Transportation Co. vs. Pullman^ s Car 
Co., 139 U.S. 24, 50, 51, and authorities there cited). ... If the 
New York Central and Hudson River Railroad Company was 
merely authorized to purchase the stock as an investment it would 
have no other rights, but when the statute adds to the power of 
purchase the right to actively participate in the choice of directors, 
and make the officers of the purchasing company eligible to the 
board of directors, without limitation, it necessarily imposes upon 
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the purchasing corporation the duty of maintaining the company 
thus surrendered to its care in a position to discharge its duties to 
the public, and, as the purchasing company’s resources are in- 
creased to the value of the stock thus purchased,_it is in duty 
bound to make use of its resources, where necessary, to perform the 
obligations of the company whose stock it holds, this being dictated 
by the welfare of the purchasing company, in harmony with the 
duty suggested.^® 

This reasoning is so in line with that thus far advanced, 
and so similarly does the situation presented by the court 
harmonize with the present banking situation, that it may be 
stated almost positively that, were the Transamerica Corpora- 
tion, the First Bank Stock Corporation, or the Northwest 
Bancorporation to be placed in the position of the New York 
Central in the foregoing decision, the decision would be sim- 
ilar. Once the matter is squarely presented to the courts, there 
is almost no doubt that a decision will be reached favorable 
to Federal regulation of State holding companies. 

It is noteworthy at this point to remark that in all Con- 
gressional discussion of the situation, thus far,, the question 
of the constitutionality of Federal supervision has not arisen. 

Proposed Federal legislation 

There are, at the present time, four bills before the House 
of Representatives directed at bank holding corporations. 
Each is popularly known by the name of the sponsoring con- 
gressman. They are the McFadden, the Goldsborough, the 
Strong and the Beedy bills. 

McFadden bill 

The bill introduced by Representative McFadden seeks to 
regulate all holding companies, with which member banks are 
affiliated, subjecting each affiliated bank to examination and 
supervision by the Comptroller of the Currency, and trans- 
ferring to him some of the functions of examination now held 

Kenner vs. New York Central, 160 App. Div. (N.Y.) 127, 145 N. Y. 
Supp. 725 (1914), affirmed 217 N. Y. 615, 111 N.E. 487 (1916). This case minht 
lead one to infer that the States could and should regulate bank holding 
corporations. However, it must be remembered that inasmuch as one State 
cannot examine and supervise banks in another State, even if the banks in 
question are a part of the same group, the power to conduct such examina- 
tions must be brought under the jurisdiction of the Federal government. 
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by the Federal Reserve Board. The relevant features of the 
bill may be summarized as follows: 

1. It concentrates in the office of the Comptroller of the 
Currency the function of examination and of requiring reports 
with scope of examination and supervision extended to Fed- 
eral Reserve banks, member banks, and affiliated corporations, 
removing such functions from the Federal Reserve Board and 
providing that the expense of examinations shall be borne by 
the Federal Reserve Bank in the district where made. 

2. It defines “affiliated corporation” as any corporation 
within an affiliated group of corporations of which at least 
one is a member bank and defines “affiliated group” as one or 
more chains or corporations connected through stock owner- 
ship with a parent corporation if (1) at least 25 per cent of 
the stock of each of the corporations (except the common 
parent corporation) is owned or controlled by one or more 
of the other corporations and (2) the common parent cor- 
poration owns or controls at least 25 per cent of the stock of 
at least one of the other corporations. The term “stock” is 
not to include non-voting stock which is limited and preferred 
as to dividends.-” 

Goldsborough bill 

The Goldsborough bill would (1) take away the voting 
power from all shares of stock in a national bank owned by or 
held in trust or otherwise for the benefit of any corporation, 
making an attempt to vote such stock a misdemeanor; (2) 
prohibit (under penalty of punishment as for a misdemeanor) 
any State member bank from voting or permitting the .stock to 
be voted, with a similar prohibition and penalty upon any cor- 
poration which owns stock in a State member bank, and for- 
feiting membership of any State bank member should stock 
owned by a corporation be voted; and (3) impose a tax of 
2 cents per $100 upon any bank check drawn upon any bank 
which hereafter establishes a bank, or more than 25 per cent 
of whose stock is owned by any corporation ; with severe pen- 
alties to any drawer or payer for willful noncompliance.^^ 

House of Representatives, Bill 7966, January 6, 1930. 

House of Representatives, Bill 8363, January 2, 1930. 
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Strong bill 

The measure sponsored by Mr. Strong defines group bank- 
ing as one or more chains connected by means of stock owner- 
ship to common parent bank or corporation if at least 25 per 
cent of the stock of each bank (except the parent bank or 
corporation) is owned directly by one or more of the other 
banks, and if the parent bank or corporation owns at least 
25 per cent of the stock of at least one of the other banks. 
The word “stock” is not to include non-voting preferred stock. 
The bill further provides, as a penalty for group membership, 
for forfeiture of a national bank’s charter, surrender by a State 
member bank of its stock in the Federal Reserve Bank, and 
denial of the privileges of the Federal Reserve System to a 
non-member of a group. Other penalties include denial of the 
use of the mails and of using the telegraph or express systems 
in interstate or foreign commerce.*" 

Beedy bill 

The Beedy bill provides that every corporation which may 
own or control the majority of the stock of miore than one 
national or State member bank shall be subject to the visi- 
torial and supervisory powers of the Comptroller of the Cur- 
rency.**® 

Adaptability of proposed legislation 

These bills constitute the proposed legislation on the ques- 
tion of holding company regulation now pending before the 
House of Representatives. A review of their salient provisions 
is enough to convince one of their failure to cover the full 
potentiaUties of the situation with which they purport to deal. 

The Goldsborough bill prohibits any corporation, whether 
a holding corporation or not, from exercising the rights asso- 
ciated with the ownership of voting stock, while the Strong 
bill provides unduly harsh penalties for aflBliation with a 
group. Both bills proceed on the erroneous assumption that 
the best way to deal with the problem is to wipe it out of 
existence under penalty of severe punishment. 

House of Representatives, Bill 8367, January 9, 1930. 

House of Representatives, Bill 8005, January 6, 1930. 
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The other two bills adopt a more sensible and more effec- 
tive way of handling the problem. Both seek to promote 
supervision; the McFadden bill by examining the aflBliated 
banks and the Beedy bill by examining the holding company 
directly. Of the two, the Beedy bill would appear to be prefer- 
able. The banks themselves are already subject to supervision, 
either by Federal or State examiners, or both, whereas it is the 
holding company which must be subjected to examination. 

However, the Beedy bill appears too mild to deal with the 
situation. It does not seem to reach into the heart of the prob- 
lem of the group banking movement. While it provides a basis 
for control, it does not extend far enough. 

Group banking is here, and may be here to stay. Enormous 
sums have been invested in holding companies, and the powers 
thereby attained are not likely to be relinquished without a 
struggle. Yet such a struggle is hardly advisable. These com- 
panies, while they may be powerful, are not thereby ipso facto 
inimical to public welfare. They may control a great deal of 
wealth, but this is not so serious a proposition as it would have 
been considered fifty years ago. We no longer fight trusts and 
huge combines, Don Quixote fashion. As will be pointed out 
in Chapters XIV and XV, these concerns are undoubtedly 
capable of as much good as harm. At the same time, because 
of their potential capacity for harm, they must be kept in firm 
check, lest occasional transgressions operate in subversion of 
the public welfare. Strict regulation and supervision are one 
thing, but prohibition is another. Legislation must be promul- 
gated tending to control the activities of bank holding com- 
panies but not prohibit them altogether. There is no reason 
why the benefits likely to accrue from group banking should 
be denied, merely because potential dangers are associated 
with it. 

Desirable features to incorporate in proposed bill 

A measure could be framed which would give the Federal 
authorities sufficient power to meet present and future exigen- 
cies. Such a bill, as finally drafted, should include in its scope 
every corporation, whatever its nature, which owns or con- 
trols, or for which is held in trust, 25 per cent of the voting 
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stock of one or more member banks of the Federal Reserve 
System or of two or more banks in two or more States. The 
Comptroller of the Currency should be given authority to 
exempt from the provisions of the act any corporation which, 
after a proper hearing, proves to his satisfaction that it is not 
a bank holding corporation, as that term is ordinarily used, 
and does not seek to control the bank’s internal policies, ex- 
cept as would any ordinary stockholder. The burden of prov- 
ing that it is not a holding company within the meaning of 
the statute shall be placed upon the corporation. This right 
of exemption after hearing should not apply to a corporation 
holding a 25 per cent stock interest in two or more banks in 
two or more States, or to a corporation holding a 25 per cent 
stock interest in more than one bank, provided one of the 
banks be a member bank. Where a corporation is found to be 
a holder of stock in a member bank or in two or more banks in 
two or more States as above, it should thereby become subject 
to the scrutiny and control of the Comptroller of the Currency 
as hereafter described. If a holding company should become 
subject to the provisions of this act by virtue of- holding stock 
in a member bank, or in two or more banks in two or more 
States, this subjection is not to be defeated because the cor- 
poration owns stock in non-member State banks or non-bank- 
ing corporations as well, and the supervisory powers of the 
Comptroller shall extend to all the activities and ramifications 
of the holding corporation, whether directly involving banks 
or not. The interrelations and interdealings between aflSliated 
subsidiaries and between subsidiaries and the parent corpora- 
tion should be subject to strict scrutiny, and any checks or 
restraints should be imposed which in the opinion of the 
Comptroller might be advisable to protect the interests of the 
public. Any order, decision, or regulation by the Comptroller 
should be appealable to the Federal courts, but until a final 
judicial determination such order should continue in full force 
and effect, and, except in cases of obvious malfeasance or lack 
of jurisdiction in the Comptroller, no injunction directed to 
him should be issued. 

The Comptroller should be authorized, on the basis of his 
investigations, to make any order or impose any regulation 
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which in his opinion (in which he shall consider any sugges- 
tions of the Federal Reserve Board, subject to judicial ap- 
proval) should be necessary, proper, or advisable to protect 
the interests of the public as a whole and prevent exploitation 
of American banks for private gain. Beyond this the holding 
companies should be free to operate and expand, insofar as 
they do not conflict with the provisions of the Sherman and 
Clayton Acts anrl any other appropriate anti-monopoly laws 
which do not come within the scope of this chapter. A statute 
incorporating some such provisions as the foregoing will not 
hamper the legitimate activities of group systems. 

The inactivity of Congress, whether due to its laissez faire 
policy or its temerity of enacting unconstitutional legislation, 
has resulted to date in the failure to enact the necessary 
legislation. 
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Origin 

In some States chain and group banking legislation has 
been enacted by placing restrictions on the individual banking 
institutions. This type of legislation resulted from an early 
practice of chain bankers, which was described by the New 
York Special Commission on Banks in 1907 as follows: 

A method of a certain class of promoters, well illustrated by the 
recent developments in certain embarrassed financial institutions, 
is to buy stocks of a bank or trust company, and by using that as 
collateral borrow money with which to buy stock of another bank- 
ing institution. By repeating this process and by claiming the in- 
dulgence due to a stockholder in the matter of extending credit in 
other directions, it is possible for adroit and unscrupulous men to 
acquire the nominal ownership of a very considerable amount of 
stock in a number of institutions, which will enable the promoters 
to utilize their credit and obtain funds to carry on their various 
enterprises.^ 

Upon recommendation by the Commission and the New 
York Superintendent of Banks, a restriction was enacted into 
the New York laws in 1908, whereby banks and trust com- 
panies were forbidden to loan on the stock of any “monied cor- 
poration” an amount exceeding in the aggregate 10 per cent 
of the capital of the corporation whose stock was offered as 
collateral.* 

A few other States, of which California, New Hampshire, 
Texas and Wisconsin offer the best typical examples, have also 
enacted similar legislation. California law provides that no 
bank shall loan more than 25 per cent of the capital of the 

^ 1 George E. Barnett, State Banks and Trust Companies Since The Passage 
Of The National Bank Act, National Monetary Commission, 61st Congress, 
2nd Session, Senate Doc. No. 659 (Washington, 1911), p. 142. 

^Ibid. 
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bank whose stock is offered as collateral. The law, on this 
point, reads as follows : “No bank shall hereafter make a loan 
secured by the stock of another bank, if by making such loan 
the total stock of such other bank held by such loaning bank 
as collateral will exceed in the aggregate twenty-five per 
centum of the capital stock of such other bank." ® It should 
be observed, however, that the power to pledge one-fourth of 
the stock of the bank which is being purchased is not a negligi- 
ble factor in an aggressive expansion pobcy. 

In New Hampshire the banking law forbids a bank or trust 
company from holding as security for a loan the stock of any 
corporation in excess of 10 per cent of the capital of the loan- 
ing bank.* The Texas law forbids a bank or trust company to 
hold as security for loans more than 10 per cent of the stock 
of another bank or trust company.® Wisconsin statutes place 
the aggregate limit at 10 per cent of the capital of the bank 
whose stock is offered as collateral.® Obviously, this type of 
legislation does not effectively prevent chain and group bank- 
ing. 

States prohibiting purchase of bank stocks by banks and 
trust companies 

In a number of States the laws specifically prohibit the 
ownership by banks and trust companies of shares in other 
banks. This provision is contained in the statutes of Florida,^ 
Mississippi,® Oregon,® Ohio,*® South Dakota ** and Washing- 
ton.*® While there does not appear to be any States having 
legislation prohibiting trust companies alone from purchasing 
bank stocks, the following States prohibit such purchases on 

^General Laws, 1923, Act No. 652; Bank Act, 1929, Sec. 44. 

^Public Laws, Ch. 265, Sec. 37; Banking Laws, 1929, See. 37, p. 42. 

^ RetJ. Stat., 1925, Art. 513; Banking Laws, 1925, Art. 513, p. 44. 

^Wisconsin Stat., 1929, Sec. 222.13; Banking Laws, 1925, Sec. 222.13, p. 52. 

^ Compiled General Laws of Florida, 1930 Supplement, See. 6084. 

^ Laws of Mississippi, 1922, Ch. 172, Sec. 49; Browns 1926 Mississippi and 
Federal Statutes Pertaining to Banks and Banking, p. 71. Prohibition is only 
against purchase of bank stocks. 

^ Laws of 1926, Ch. 207, Sec. 81, p. 336; Banking Laws, 1925, Sec. 81, p. 28. 

^^Throckmorton's Code of 1929, Sec. 710; Banking Laws, 1928, Sec. 710, 
p. 64. 

Banking Laws, 1927, Sec. 8983, p. 27, and Sec. 9050, p. 68. 

^^Uws of 1929, Sec. 6, p. 100. 
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the part of commercial banks proper: Colorado,^® Georgia,** 
Idaho,*® Kansas,** Montana,** Nebraska,** Nevada,*® North 
Dakota,®* Oklahoma,®* Pennsylvania,®® Wisconsin,®® and 
Wyoming.®* 

States permitting purchase of bank stocks 

Certain States have merely placed limited restrictions on 
stock ownership in other banks. Both banks and trust com- 
panies are permitted to hold bank stocks in Arizona,®* Con- 
necticut,®* Delaware,®* Louisiana,®® New Jersey,®® Pennsyl- 
vania,®* Tennessee,®* Texas ®® and Utah.®® Only banks proper 
are permitted to make such purchases in Alabama,®* Cali- 
fornia,®® Florida,®* Massachusetts,®* New Hampshire,®® North 

Banking Laws, 1928, See. 33, p. 19. 

Georgia Code, 1930 Supplement, Sec. 2366 (169). 

13 Bank Code, 1925, Sec. 29, p. 18. Against purchase of bank stock only. 

Banking Laws, 1929, Sec. 11, p. 6. 

Banking Laws, 1927, Sec. 39, p. 32. 

Banking Laws, 1929, Sec. 8006, p. 12. 

Banking Laws, 1927, Sec. 13, p. 7. 

Banking Laws, 1929, p. 25. 

Constitution oj Oklahoma, Article 9, See. 41. 

2-’ WesCs Pennsylvania Statutes, 1920, Sec. 1363. However, Sec. 5785 per- 
mit.s corporations organized for profit to purchase stocks. Some conflict is 
therefore apparent. 

-^Banking Laws, 1925, Sec. 222.13, p. 52. No prohibitions regarding banks 
proper and trust companies. Applicable only to mutual savings banks. 

Banking Laws, 1927, Sec. 32, p. 18. 

25 Banking Laws, 1922, Sec. 20, p. 17. 

2« Banking Laws, 1929, Sec. 3955, p. 9. Not to exceed ten per cent. 

-'^Banking Laws, 1929, O. 26. Not more than 26 per cent of total capital, 
surplus, and undivided profits of investing corporation. 

2« Banking Laws, 1928, Sec. 1 (2), p. 26. 

29 Banking Laws, 1928, Sec. 10, p. 54. 

30 West's Pennsylvania Statutes, 1920, Sec. 1363. 

31 Act approved March 31, 1923. 

«2 Banking Laws, 1925, Art. 513, p. 44. Not to exceed ten per cent. 

33 Banking Laws, 1927, Sec, 986, p. 8. 

34 Combined Banking Laws oj Alabama, 1928, Sec. 6355, p. 25. Only per- 
mitted to purchase bank stock if not in excess of 25 per cent of purchasing 
bank’s capital and 10 per cent of other bank’s capital. 

Bank Act, 1929, Sec 37, p. 36 Stock of only one trust company may be 
purchased and amount limited to 25 per cent of capital and surplus of pur- 
chasing bank. 

30 Compiled General Laws of Florida, 1930, loc. cit., Savings banks only 
may purchase stocks. 

37 General Laws, Ch. 168, Sec. 54 (7th), as amended by Acts of 1929, Ch. 
315, Sec. 1. Savings banks only may purchase stocks in trust companies and 
national banks within certain limitations. 

Banking Laws, 1929, Sec. 16, p. 7; also Sees. 1-15. Savings banks only 
in other banking institutions subject to certain limitations. 
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Carolina,*® Ohio,^® Rhode Island, South Carolina,^® Ver- 
naont,^* Virginia,^^ West Virginia, and only trust companies 
in Arkansas,^® Colorado, Florida, ■** Georgia,^® Kansas,*® 
Maryland,*^ Massachusetts,** Missouri,*® Montana,** Ne- 
braska,*® New Hampshire,** New York,®^ Ohio,*® Oklahoma,*® 
Rhode Island,*® and West Virginia.** 

In spite of the fact that the list of States permitting pur- 
chases of bank stocks appears unusually long, it must be re- 
membered that in many cases, which have been covered at 
length in the footnotes, savings banks are the only type of 
banking institutions permitted to make such purchases. 

While it may be contended that basing the restriction on 
the investment in another institution on the size of the capital 
funds of the investing bank represents a sufficient restriction, 
it is believed that further restrictions might be effected by 
taking into consideration the size of the institution in which 

Banking Laws, 1927, Sec. 220, pp. 20-21. Purchase restricted to ‘‘central 
reserve bank" and corporation owning land or building used by bank. 

Laws of W2i), Sec, 710-140 (b). Savings banks only may purchase stock 
of certain companies, but not bank or trust company stock. 

Banking Laws, Sec. 1, Clause IV, Vll, XIV, and XV. Savings banks 
may purchase bank, trust company stocks. 

Banking Laws, 1928, Sec. 62, p. 29. 

General Laws, Sec. 5363, as amended by Acts of 1929, Oct. No. 90, Sec. 
5. Investment limited to 5 per cent of its assets, or 10 per cent, of other bank 
stock. 

Banking Laws, 1929, Sec. 4149 (13), p. 30. 

Acts of 1929, Ch. 23, Sec. 9. May invest in bank stocks. 

Banking Laws, 1929, Sec. 135 (9), p. 102. 

Banking Laws, 1928, Sec. 128, p. 66. 

Compiled General Laws of Florida, 1930, loc. cit. 

Trust Company Act of 1927, Sec. 5 A. 

Banking Laws, 1929, Sec. 2, pp. 38 and 39. 

Banking Laws, 1927, Sec. 46 (9), p. 23. 

Trust Company Laws, Sec. 33, p. 21. Limited to 10 per cent. 

Revised Statutes of Missoun, 1919, as amended by Laws of 1927, p. 241. 
Limited to 15 per cent. 

Banking Laws, 1927, Sec. 4 (c) (8) and Sec. 26. 

Laws of 1927, Sec. 8008. 

Banking Laws, 1929, loc. cit. 

Banking Law, Sec. 185 (9). Limited to 10 per cent of capital and sur- 
plus of such purchasing trust company. 

Banking Laws, 1928, Sec. 710-166, p. 64. Other than bank stocks. 

Constitution of Oklahoma, loc. cit. Except bank and trust company 
stocks. 

Banking Laws, 1929, Sec. 4, p. 16. Authorized by implication to pur- 
chase stocks. 

Acts of 1029, loc. cit. May purchase limited amount in business cor- 
porations and may purchase bank stocks for investment. 
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such investment is made. In other words, prohibit banks from 
purchasing more than 10 per cent of the stock of any other 
bank. A similar suggestion was made by the New York Special 
Commission on Banks and in 1908 this provision was incor- 
porated in the New York banking laws, but only made ap- 
plicable to trust companies.*® 

States having no specific provisions 

In various other States there are no specific provisions on 
the subject. The statutes of Illinois, Indiana, Michigan and 
Minnesota contain no provisions authorizing or prohibiting 
banks or trust companies from purchasing bank stocks. How- 
ever, the laws of the following States refer to the fact that no 
statutory provisions exist: Iowa,*® Kentucky,®^ Maine,*® New 
Mexico,®* and Wisconsin.*® 

Effectiveness of laws 

This review of existing statutes relating to the purchase 
of bank stocks by banks and trust companies indicates that 
they are not an effective preventative against group systems 
dominated by a particular bank. According to the data in 
Table XXXII, Chapter VII, the movement has developed 
further in those States where the purchase of bank stocks by 
banks and trust companies is prohibited. Such restrictions on 
operating banks are easily circumvented by the use of a hold- 
ing company. 

Furthermore, permissive legislation is unimportant in view 
of the fact, as indicated above, that it pertains largely to 
savings banks. 

State laws regarding ownership of bank stock by holding 
corporations 

The remainder of the chapter is devoted to an analysis of 
existing State laws affecting the ownership of the stocks of 

George E. Barnett, op. cit. 

Banking Laws, 1929, Sec. 9284 (5), p. 47. 

Carroll’s Kentucky Statutes, 1930, Secs. 606 and 614. 

Banking Laws, 1927, Sec. 61, p. 41. 

^^Bank Code, 1929, Sec. 60 (7), p. 22. 

Banking Laws, 1925, loc. cit. 
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banks and trust companies by holding corporations. In view 
of the lack of similarity of existing statutes, it is impossible 
to present the material on any other basis than by States. In 
most of the States having some sort of regulatory statutes, 
regulations arc still in a tentative stage. 

Wisconsin 

Wisconsin is the first State, at least in the Middle West, 
to have made any attempt at controlling these rapidly grow- 
ing organizations. In this State an Act was enacted in August, 
1929, the relevant provisions of which may be summarized 
briefly as follows: 

(1) No corporation organized under the laws of Wisconsin is 
permitted to hold more than 109^> of the stock of any bank or trust 
comi)any, unless 75% of the stockholders of both corporations vote 
in favor thereof at a meeting especially called for that purpose. 

(2) No State bank or trust company may vote to authorize a 
foreign corporation to purchase stock in such State bank or trust 
company, unless such foreign corporation shall have qualified to do 
business in Wisconsin. 

(3) Whenever the ownership or control of a majority of the 
stock of any State or national bank doing business in Wisconsin 
is held by any foreign corporation which has not qualified to do 
business in the State, such bank shall be disqualified to act as a 
depository for any public funds of the State or any subdivision 
thereof, or as a defiository for reserve funds of State banks until 
such foreign corporations shall have qualified to do business in the 
State. 

(4) Any Wisconsin corporation, investment trust or other sim- 
ilar organization, also any non-Wisconsin organization authorized 
to do business in the State, holding control of a State bank or trust 
company, shall be deemed engaged in the business of banking 
and will be subject to the supervision of the State banking 
department. 

(5) Domestic corporations and foreign corporations authorized 
to do business in the State which own or control the stock of a 
State bank or trust comjiany shall be held liable for any assessment 
made against the stockholders of such bank or trust company to 
the par value of the stock so owned or controlled; and such holding 
corporations are required to deposit with the State Treasurer secur- 
ities equal to fifty per cent of the par value of the stocks of State 
banks or trust companies owned or controlled by such holding 
companies, except that the aggregate amount of such securities 
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shall not exceed the largest amount required to be deposited by 
Wisconsin trust companies. 

(6) If the stockholders’ liability of any such holding company 
is not fully paid, the stockholders of such holding company are 
liable for an assessment sufficient to cover the deficit.** 

While the Legislature, in this statute, appears to have 
firmly linked the holding company with the provisions of the 
banking act, it apparently is the public policy of the State not 
to interfere with the growth of bank holding corporations, 
since none of these provisions appears to offer insuperable 
difficulties in the way of their development. The law merely 
regulates and states conditions of operation. 

Most peculiar of all these regulations is the one that in 
case the holding company defaults in liability assessments, 
its own shareholders are held responsible for the incurred 
liability. It is believed, however, that only against share- 
holders of the holding company, living in Wisconsin, could 
the double liability in consequence of such an unsuccessful 
assessment be enforced. 

Investment trusts, or other corporations, not providing in 
their by-laws for the double liability of shareholders, if they 
wished to acquire Wisconsin bank stocks, would have to alter 
their legal structure. 

By these regulations bank holding companies are placed 
on equal footing with banks operating under the Wisconsin 
law and the acquisition of any shares by outside interests is 
thoroughly discouraged. However, it should be remembered 
that the effectiveness of the law has not yet been tested. 

New Jersey 

In 1928 a law was passed in New Jersey prohibiting a 
holding corporation from owning more than 10 per cent of the 
shares in more than one banking institution, whether State 
bank, trust company, or a national bank doing business in the 
State. The statute does not require corporations to dispose of 

Wisconsin Laws of 1929, Chapter 445, amending Subsection (9) of Sec- 
tion 182.01 and creating Subsection (6) of Section 14.44 and Section 221.56. 
The above outstanding features of the Act will probably attract the atten- 
tion of bankers in many other States. 
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any bank stock that they may have owned before the law 
became effective, but . . prohibits those that own more 
than ten per cent of the stock of any bank or trust company 
in New Jersey from purchasing after the date the statute be- 
came effective more than ten per cent of the stock of any other 
bank or trust company doing business in the State.” Provision 
was made against the possibility of ownership entered in 
names other than that of the title of the corporation and also 
against the voting of stocks so held. The banks were given 
“. . . the right to obtain from any corporation by affidavit 
of the president or other officer of the corporation, under seal, 
a statement as to the holdings of the corporation in any bank 
or banks.” Banks were “. . . prohibited from transferring 
stocks to any corporation holding greater than the above per- 
centage and also prohibited from paying dividends to any 
corporations holding more than the above percentage on pen- 
alty of a misdemeanor.” 

This law aims at both domestic and foreign corporations. 
“Any direct or indirect violation or misrepresentation regard- 
ing the holding of bank shares under this law renders a domes- 
tic corporation liable to revocation of charter and a foreign 
corporation liable to cancellation of its authorization to do 
business in the State.” The act, however, specifically “. . . ex- 
empts from its provisions State banks and trust companies 
and national banks doing business in the State, also all banks 
and trust companies there holding bank stocks while acting 
in a fiduciary capacity, and any corporation whose entire capi- 
tal stock is owned by or held in trust for the shareholders of 
a State bank, trust company, or national bank doing business 
in the State, in proportion to their stock holdings in the parent 
banking institutions.” The effect of the law, therefore, is sim- 
ply to prohibit the operation of bank holding corporations 
except where they are banking institutions or their affiliates.’^® 

It will be very interesting to see how effective this law, 
with its strict regulations as to the method of registering and 
voting bank stocks, will prove. 

Under the laws of this State, stockholders of commercial 

®® Laws of New Jersey, 1928, Chapter 273, Section 3. 

^ojbid. 
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banks and trust companies are not subject to a double liability, 
as are stockholders of national banks and of banks and trust 
companies in other States. Nor do the laws impose such lia- 
bility upon stockholders of holding corporations. 

Minnesota 

There are no laws dealing specifically with this question. 
However, holding corporations organized in other States may 
acquire the stock of Minnesota State banks, and are not sub- 
ject to control by the Minnesota Commissioner of Banks, ac- 
cording to an opinion of W. H. Gurnee, Assistant Attor- 
ney General. The foreign corporation is not such a financial 
corporation as comes under the supervision of the Commis- 
sioner. Mr. Gurnee’s ruling follows: 

(1) If a foreign corporation is authorized to hold the stock of 
other corporations and such foreign corporation is authorized to do 
business in this State, there is no existing law which prevents such 
a corporation from acquiring stock in a State bank or trust 
company. 

(2) The foreign corporation holding bank stock in a State 
bank is subject as a corporation to constitutional liability as a 
stockholder. The law does not prohibit a corporation organized 
under the laws of a State wherein there is no so-called stockholders’ 
double liability from owning stock of a State bank. 

(3) By Mason’s Statutes, Section 5323, the commissioner of 
banks is vested with authority to exercise constant supervision 
over and empowered to examine into, the books and affairs *‘of 
State banks, savings banks, trust companies, building and loan as- 
sociations, and other financial corporations doing business within 
the State.” He is required to visit such corporations at least twice 
each year and inspect and verify the assets and liabilities of each, 
investigate the methods of operation and conduct of said corpora- 
tions and their systems of accounting, to ascertain whether such 
methods and systems are in accordance with law and sound bank- 
ing principles. He may examine the officers of such corporations 
under oath and issue subpoenaes requiring their attendance before 
him. 

The question arises as to what is meant by the expression ^'other 
financial corporations.” 

As long ago as December 4, 1912, in an opinion to the then 
superintendent of banks, this office ruled that the expression ''other 
financial corporations” means corporations similar to banks, trust 
companies, and building and loan associations. Under the familiar 
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rules of construction it was held that the expression “other financial 
corporations” should be confined to corporations ejusdem generis 
with those enumerated. The conclusion was arrived at that the 
commissioner of banks had no authority to examine into the affairs 
of corporations unless they fell within the classes enumerated, 
namely, banks, trust companies, building and loan associations and 
other financial corporations of the same character. 

If the articles of incorporation of these foreign holding com- 
panies go no further than to authorize such corporations, among 
other things, to hold the stock of other corporations, we can see no 
theory upon which it can be successfully claimed that such holding 
corporations are financial corporations within the meaning of the 
statute. 

We understand that this has been the practical construction of 
the statute long followed by all departments of the state. This in 
itself is entitled to some weight, although of course it is not 
conclusive.''* 

The holding company is subject as a corporation to the 
stockholders’ double liability, even though the stock of the 
holding company itself carries no liability, due to the fact that 
under an article of the Minnesota Constitution, each stock- 
holder in any corporation organized or doing business under 
the laws of Minnesota, except those organized for the purpose 
of carrying on a manufacturing or mechanical business, is 
liable to the amount of the stock held or owned by him.'^® 

Michigan 

None of the laws in this State deal directly with this ques- 
tion. However, . corporations organized for pecuniary 
profit may purchase and hold shares of stock in other corpora- 
tions organized for purposes similar to those of such corpora- 
tions.” This might be held to affect the right of holding 
corporations to own stock in banks, depending upon whether 
or not banks are organized for similar purposes. 

The following opinion has been rendered by Attorney Gen- 
eral Wilbur M, Brucker of Michigan as his interpretation of 
the Michigan law: 

’I Opinion submitted by 'W. H. Gurnee, Assistant Attorney General, in 
letter to A. J. Viegel, Commissioner of Banks, February 25, 1930. 

^2 Minnesota Constitution, Section 3, Article 10. 

Session Laws oj 1026, No. 363, p. 692. 
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1. A holding company may organize under the general corpora- 
tion laws of Michigan and may, if its charter is broad enough, pur- 
chase, own and hold shares of stock in State banks. 

2. The ownership and exercise of incidents of ownership of stock 
in a holding company owning all but qualifying shares in several 
banks is not legally doing a banking business in the State, in viola- 
tion of law. 

3. It is only when the practices of a holding company become 
such as to usurp the functions of the bank in fact and in reality, so 
that a banking business is being done by the holding company that 
intervention can be sustained. 

4. A holding company can, by expression in its charter, meet the 
double indemnity of statutory liability under the banking act. 

5. It is the banking deimrtment’s duty to continue to treat indi- 
vidual banks concerned in stock purchased by a holding company, 
in all respects as individual units for examination and all other 
purposes ; and also to scrutinize the operation of such banks in their 
factual relationship with the holding company.’* 

West Virginia 

In West Virginia the 1929 session of the Legislature enacted 
a new banking code in which group banking is specifically pro- 
hibited by the following provisions: “(1) It shall be unlawful 
for any firm, association or corporation to purchase and hold 
stock in any banking institution organized or authorized to 
transact business hereunder for the purpose of selling, negoti- 
ating or trading participation in the ownership thereof either 
for the purpose of perfecting control of one or more such bank- 
ing institutions or for the purpose of inducing other persons, 
firms or corporations or the general public to become partici- 
pating owners therein; (2) Nothing herein shall prevent the 
ownership of stocks in any such banking institution by any 
corporation for investment purposes.” 

With reference to the liability imposed upon stockholders 
in banks, it is provided that . . each stockholder of any 
hanking institution organized under the laws of this State, in 
addition to the liability imposed upon him as stockholder of 
a corporation under the provisions of the general corporation 
laws, shall be liable to the creditors of the banking institution, 

^^^^Michigan Permits Holding Companies to Buy and Own Stock in State 
Banks,” U. S, Daily (October 28, 1929), p. 11. 

"^^Acts of 1929, Chapter 23, Section 9. Act passed on February 28, 1929. 
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on obligations accruing while he is a shareholder, to an amount 
equal to the par value of the shares of stock held by him.” 

Massachusetts 

A measure was introduced in the 1929 session of the Legis- 
lature of Massachusetts, but failed of passage, providing for 
the creation of a commission for the purpose of, “Investigat- 
ing the ownership or control of the capital stock of trust com- 
panies with a view to ascertaining to what extent such capital 
stock is owned or controlled directly or indirectly by other 
trust company, bank or banking association or by any corpora- 
tion, association or trust, directly or indirectly owned, con- 
trolled or affiliated with such other trust company, bank or 
bank association, and to report recommendations for legisla- 
tion which would correct this situation.” 

Oklahoma 

There are no laws in Oklahoma dealing specifically with 
this question. However, it may be held that bank holding cor- 
porations can purchase bank stocks. One section of the Com- 
piled Statutes provides that: “All corporations authorized by 
this section shall have the power to own and hold stock of 
other corporations, except as prohibited by the Constitution 
of the State.” An article of the Constitution relative to the 
point involved . . forbids corporations to own or hold stock 
in other competitive corporations engaged in the same kind of 
business and banks or trust companies to own or hold stock 
in other banks or trust companies, except in those cases where 
such corporations or banks or trust companies have acquired 
such stock to secure or satisfy a bona fide indebtedness, and 
in such cases the stock must be disposed of within twelve 
months.” Another section of the Compiled Statutes makes it 
“. . . unlawful for corporations to combine to place the con- 
trol of these corporations in the hands of a trustee or a holding 

” Ibid. 

Journal of the House, Commonwealth of Massachusetts (April 16, 
1929), p. 73. , , , 

Oklahoma Compiled Statutes, 1921, Section 5301. 

Constitution of Oklahoma, Article 9, Section 41, 
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corporation if the intent and purpose of such combination is 
to restrict or restrain trade.” 

Since the provisions of the statute granting to corporations 
the power to hold or own stock in other corporations is rather 
general, and that neither the prohibition of the Constitution 
nor the provisions of the last quoted section appear to be 
specifically applicable, it is possible that bank holding corpora- 
tions may purchase bank stock. This contention appears sound 
since Article 9 of the Constitution prevents only banks or 
trust companies from having stock in other banks or trust 
companies and does not prevent corporations from buying or 
holding stock in other corporations, if the latter are not carry- 
ing on the same type of business, and are not competing with 
the former. Furthermore, Section 11029 of the Compiled 
Statutes only applies to combinations in restraint of trade. 

Texas 

No statutes in Texas deal directly with the question and it 
is doubtful whether holding companies may purchase bank 
stocks. Banks or trust companies “. . . cannot own more than 
ten per cent of the capital stock of any other banking corpora- 
tion, unless the ownership of such excess stock shall be neces- 
sary to prevent loss upon a debt previously contracted in good 
faith, and in such cases the stock must not be owned for a 
longer period than six months.” 

However, “. . . corporations are permitted to purchase, 
hold, or own shares of capital stock of foreign or domestic cor- 
porations not competing with each other in the same line of 
business, providing this authority shall in no way affect any 
provision of the anti-trust laws.” 

A trust is defined as “a combination of capital, by two or 
more persons, firms, corporations for two purposes: (1) to 
create, or which may tend to create, or carry out restrictions in 
trade or commerce, or (2) to create or carry out restrictions in 
the free pursuit of any business authorized or permitted by 
law, or (3) to prevent or lessen competition in aids to com- 

Oklahoma Compiled Statutes, 1921, Section 11029. 

Revised Statutes, 1925, Article 513. 

®2/bic?., Article 1302. 



208 BRANCH, GROUP AND CHAIN BANKING 

merce.” Still another article states that, “A monopoly exists 
when two or more corporations combine or consolidate to 
bring the direction of the affairs of such corporations under 
the same management or control for the purpose of producing, 
or where such common management or control tends to create 
a trust, or where any corporation acquires the shares of stock 
of any other corporation or corporations, for the purpose of 
preventing or lessening, or where the effect of such acquisition 
tends to affect or lessen competition, whether such acquisition 
is accomplished directly or through the instrumentality of 
trustees or otherwise.” 

In view of these sections of the revised statutes, it is doubt- 
ful if group corporations may acquire bank stock in Texas. 

Oregon 

According to certain provisions enacted into law during 
1929, any corporation “. . . organized in Oregon, or licensed 
to do business in this State, may own, hold or control the 
stock of any bank or trust company.” ®® Such corporations are 
subject to the following restrictions: “(1) it shall not borrow 
money or otherwise secure credit directly or indirectly, from 
such bank or trust company, unless the loan or credit is ade- 
quately secured by collateral other than stock of evidences of 
indebtedness of any corporation which it controls; (2) it shall 
not sell any stock, securities or other evidences of indebtedness 
of any other corporation which it controls or through the bank 
or trust company in which it owns or holds stock, nor can it 
use such bank or trust company as any agent for the purpose 
of selling or otherwise disposing of such stock, securities or 
other evidences of indebtedness without first obtaining per- 
mission from the Oregon Corporation Commissioner; and (3) 
it shall not carry as an asset any expenses incident to organ- 
ization or to the sale of stock after organization.” ®® 

Corporations or their officers or employees violating the 
provisions of the Act are subject to various penalties. Stock- 

Ibid., Article 7426. 

Article 7427. 

General Laws of Oregon, 1929, Chapter 444. This Act was approved 
March 9, 1929. 

Ibid. 
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holders of Oregon corporations owning stock in banks or trust 
companies are not subject to the liability imposed upon the 
stoc^olders of such banks or trust companies.®^ 

Pennsylvania 

There are no provisions in the statutes of this State di- 
rectly concerned with the purchase of bank stock. Under 
certain amendments to the Act of July 2, 1901, it may be held 
that corporations are permitted to utilize this power. The 
latter, as amended by an Act of April, 1929, provides that 

. . any corporation created by general or special laws, may 
purchase, hold . . . the shares of the capital stock of any 
other corporation or corporations of this or any other State, 
and while the owner of said stock may exercise all the rights, 
powers and privileges of ownership. . . .” Furthermore, 
Section XX of West’s Pennsylvania Statutes, 1920, permits 
a company to be organized “for any lawful purpose not spe- 
cifically designated by law, as to the purpose for which a cor- 
poration may be formed.” 

No statute definitely states that stockholders of companies 
holding stock in banks are liable for the same stockholder’s 
liability as is imposed upon the stockholders of banks. While 
a double liability is placed upon the latter,®® it has been held 
that stockholders of trust companies are not liable for double 
liability.®^ 

New Mexico 

While no statutes of New Mexico are concerned directly 
with this problem, certain sections of the statutes may be in- 
terpreted as permitting corporations to purchase stock in 
banks and trust companies. 

One section “authorizes corporations unrestrictedly to pur- 
chase, and hold the capital stock of, . . . any other corpora- 
tion or corporations, of this or any other territory or 
Ibid. 

88 Act of July 2, 1901, Public Laws, p. 603 (Section I), as amended by an 
Act of April 18, 1929. 

88 WesVs Pennsylvania Statutes, 1920, Section 5598, Section XX. 

^^ Pennsylvania Statutes, Section 1184. 

81 See DeHaven vs. Pratt, 72 Atl. 1068, 223 Penn. 633 (1909). 
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state, . . and . . no limitation is placed upon the 
amount of such stock that may be so purchased or held.” 
However, . . banks are prohibited from purchasing or hold- 
ing the capital stock of ‘any other incorporated’ company 
unless the acquisition of such stock is necessary to prevent loss 
upon a debt previously contracted and stock so acquired must 
be disposed of within six months if possible.” 

Since the only direct prohibition in the law of this State 
against the acquisition of stock in other corporations is that 
contained in Section 395, which only prohibits banks, and 
since corporations unrestrictedly have the broad power in Sec- 
tion 1019, . . to purchase, and hold stock of any other cor- 

poration or corporations,” it is believed that banks come 
within the latter clause and that, consequently, corporations 
can acquire stock in banks. 

Arizona 

According to Arizona law “. . . a bank, loan or trust com- 
pany or association may purchase and hold stock of any other 
bank, loan or trust company or association or other corpora- 
tion, if such purchase is authorized by the executive com- 
mittee or approved by the board of directors.” However, 
“. . . if bank stock is purchased the approval of the Superin- 
tendent of Banks must also be obtained.” It would appear 
that the word association may refer to bank holding corpora- 
tions. Such purchases, however, must have the sanction of the 
Superintendent of Banks and therein exist problems which 
will not be solved until circumstances necessitate such a solu- 
tion. 

Illinois 

The General Corporation Law states that “. . . corpora- 
tions organized thereunder may own, purchase, or otherwise 
acquire stocks of any corporation, domestic or foreign.” While 

Annotated Statutes of New Mexico, 1915, Section 1019. 

Ibid. 

Ibid., Section 396. 

Session Laws of Arizona, 1922, Section 20, Chapter 31. The law has not 
been changed in this respect since that date. 

Ibid. 
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the statute contains some restrictions, such as . forbid- 
ding the holding of stock in a building corporation,” there is 
no definite restriction upon a company to have bank stock, 
although it is quite possible that such an implication may 
exist.®'' One of the sections of the Banking Act makes ref- 
erence to stockholders of banks, by the use of the pronouns 
“he” or “she,” and consequently gives the impression that it 
was the intention of the law that individuals owning stock 
in banks should be natural and not artificial persons.®* Insofar 
as a bank holding corporation is an artificial entity or person, 
the section appears restrictive in nature. 

Iowa 

In view of certain provisions in the Iowa statutes, it is 
questionable whether group corporations may own bank stock. 
One section of the Iowa Code authorizes “. . . corporations 
to hold stock in railway corporations,” ®® and another recog- 
nizes “. . . the right of holding corporations to own stock in 
a public utility,” ^®® but no reference is made tp purchases of 
bank stock by corporations. The liability of stockholders of 
banks applies to stockholders, who are referred to by the pro- 
nouns “he” or “she,” giving the impression that stockholders 
in banks must be natural and not artificial persons.'®^ 

Kentucky 

No Kentucky statutes limit the power of corporations to 
hold bank stock unless it be the following statute; “Nor shall 
any corporation directly or indirectly, engage in or carry on in 
any way the business of banking, or insurance of any kind, 
unless it has become organized under the laws relating to 
banking and insurance.” If this statute refers to bank hold- 
ing corporations, it could only be so applied by interpretations 
which would consider the latter to be engaged in the business 
of banking. 

®^See Central Life Securities Company vs. Smith, 236 Fed. 170 (1910). 

Illinois Banking Act, Section 6. 

Iowa Code, 1927, Section 7940; Banking Laws, 1929, Section 7940. 

Ibid., Section 8434. 

^^^lowa Constitution, Article VIII, Section 9. 

102 CarrolVs Kentucky Statutes, 1930, Section 595. 
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Louisiana 

There are no laws in Louisiana directly applicable to bank 
holding corporations. While one subdivision of the 1928 Acts 

. . permits corporations to acquire, and to hold, shares 
of any other corporation, domestic or foreign,” it seems 
uncertain if this subdivision permits group corporations 
to own shares in view of certain other restrictive sub- 
divisions.^®* 


Vermont 

None of the statutes in this State directly restrict the own- 
ership by bank holding corporations of the stock of hanks but 
there is a section prohibiting such corporations from acquiring 
stock in other corporations. The section containing this pro- 
hibition reads as follows: “A corporation shall not be per- 
mitted to acquire or hold stock in other corporations to such 
an extent that its primary business is the holding of such 
stock. A violation of this provision shall be cause for the dis- 
solution under the provisions of Section 4944.” The status 
of a bank holding company in this State appears questionable 
for the reason that the holding of bank stock constitutes their 
‘primary business.’ 

No existing laws place upon stockholders of bank holding 
corporations a liability similar to that placed upon holders of 
stock in banking institutions. 

Washington 

None of the statutes in this State deal directly with group 
corporations. During the 1929 regular session of the Legis- 
lature a bill was proposed to limit the ownership of bank or 
trust company stock by corporations to 20 per cent of the 
capital stock of such bank or trust company,^®* but failed to 
pass. 

of the Louisiana Regular Session, 1928, Act No. 250, Section 12, 
Subdiv. II, p. 417. 

Ibid., Section I, p. 409; II, p. 411. See Constitution and Statutes of 
Louisiana, 1920, Volume 2, Section I, p. 1196, and V. P. 1203. 

10® General Laws, 1917, Section 4925. 

Substitute House Bill No. 72, Washington, 1929. 
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Legality of the bank holding corporation in Nebraska 

In a large number of States the question as to whether or 
not a corporation can be lawfully organized to conduct the 
business of buying, owning, selling or otherwise dealing in the 
capital stock of banking corporations is uncertain. Nebraska 
has been selected as a representative State in which the legal 
status of such companies has not been definitely determined. 
A review of certain decisions of the Nebraska Supreme Court 
indicates very typically the uncertain legal status of such com- 
panies in many States at the present time. 

While it was held in Herrick vs. Humphrey that, “The 
powers of a corporation in effecting its objects are as broad 
and comprehensive as those of an individual, when not ex- 
pressly prohibited,” there are two or three decisions of the 
Supreme Court which have taken the opposite viewpoint. 

In Nebraska Shirt Co. vs. Horton, suit was brought by an 
exposition company on a subscription to its capital stock by 
defendant, a manufacturing corporation. The court, speaking 
through Commissioner Pound, said: “We are at a loss to see 
how this action can be maintained in the face of the plead- 
ings. Corporations have quite enough power without allowing 
them to incorporate themselves in new companies. Unless au- 
thorized by statute, a corporation has no power to subscribe 
to the capital stock of another corporation and such a sub- 
scription is not binding.” This case was cited in the State 
vs. Lincoln Traction Company case which involved the power 
of the traction company to subscribe to the stock of a local 
light and power company. In this case the court said: 

In Nebraska Shirt Co. v. Horton, 3 Neb. (Unof.) 888, we held 
that, unless authorized by statute a corporation has no power to 
subscribe to the capital stock of another corporation. And the rule 
is applied to a banking corporation in Bank of Commerce v. Hart, 
37 Neb. 197, Sec. 9, Art. VII, Chapt. 72, Compiled Statutes ol 
Nebraska, 1907, which authorizes street railway companies to sub- 
scribe to the stock of another street railway company whose lines 
of railway connect with those of the subscribing company, but we 
have not been cited to any statute authorizing street railway cor- 

Herrick vs. Humphrey Hardware Co., 73 Neb. 809, 103 N.W. 685 
(1898) . 

Nebraska Shirt Company vs. Horton, 3 Neb. 888, 93 N.W. 225 (1910). 
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porations to subscribe to the stock of corporations organized for 
the purpose of transacting business other than a street railway/®” 

In Bank of Commerce vs. Hart, it was held that, “A bank- 
ing corporation organized under the laws of this State, had not 
power to become a stockholder in an insurance company, and 
had this charter expressly provided that the corporation might 
invest its funds in stock of insurance companies and deal gen- 
erally in the stocks of other corporations, such a provision 
would have been contrary to the laws of the State and 
void.” 

While the court has recognized a certain difference and has 
distinguished between the subscription to shares of new cor- 
porations and purchase of stock of old corporations, the rule 
in both cases is practically the same. In Foils vs. Globe Life 
Insurance Company, decided in the Nebraska Supreme Court 
in January, 1929, a distinction was recognized between an 
investment in stocks of going corporations and subscriptions 
to stock in new corporations, but the court held that, “Even 
though it be said that stocks of a going corporation may be the 
subject of investment, the following authorities justify the 
conclusion that subscriptions for stock in the organization of 
a new corporation, cannot be regarded as an investment.” 
(Citing Neh. Shirt Co. vs. Horton.) 

This matter should be specifically decided in each State at 
the earliest possible time so that there will be no doubt one 
way or another as to the legality of the bank holding 
companies. 

Conclusions regarding State legislation 

It will be very interesting to see how effective existing 
laws will prove. However, in view of the many indirect ways 
by which corporations often accomplish what the law does not 
permit directly it seems rather doubtful whether existing 
legislation will stop the development of group systems. 

Restrictive legislation might inconvenience boards of di- 

State vs. Lincoln Traction Co., 90 Neb. 535, 134 N.W. 278 (1915). 

Bank of Commerce vs. Hart, 37 Neb. 197, 55 N.W. 631 (1919). 

Foils vs. Globe Life Insurance Co., 223 N.W. 797 (1929). 
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rectors which have put funds within their control into bank 
stocks with no other thought than sound investment. In small 
communities there are banks which are necessarily more or 
less dependent on capital furnished through sale of their 
shares to corporate interests in these communities. But these 
are minor objections. If the major good would be subserved, 
no great difficulty should be encountered in providing for 
proper exceptions to the general mandate where it may be 
expedient on practical grounds to afford relief from absolute 
inhibition. 

In many States no effort has been made to attach double 
liability to the shares of bank holding corporations. No pro- 
visions have been incorporated in existing laws for the pro- 
tection of minority stockholders of a bank, through a require- 
ment that prices paid for bank stock should be uniform and 
not discriminatory as between majority and minority stock 
holding groups, or change of control should not be permitted 
without notice to minority stockholders. No effort has been 
made to restrict powers acquired by holding corporations un- 
der articles of incorporation, powers that cah extend from 
holding of control of banks to the owning and operation of 
public utilities or mercantile establishments. 



CHAPTER XIV 

THE ADVANTAGES OF GROUP BANKING 

In engaging in a discussion of the relative advantages and 
disadvantages of group banking the writer wishes to draw at- 
tention, at the outset, to the fact that there is no established 
body of reliable facts to guide in arriving at mature conclu- 
sions. The views of bankers generally, pertaining to this sub- 
ject, find expression in a multiplicity of newspaper items, 
discussions and articles in banking journals, all of which had 
to be culled out and used to arrive at what might be termed 
a working basis for this discussion. Considerable general in- 
formation was secured through personal interviews. It should 
also be remembered that it is impossible to secure extensive 
statistics relative to advantages and disadvantages, either 
from a general point of view or in connection with specific 
bank holding corporations. It is quite obvious that an outsider 
would experience unusual difficulties attempting to collect 
such data. Moreover, circumstances vary in every case and 
what applies to one group of banks may not be applicable to 
another. 

Inasmuch as the success of group systems depends upon 
(a) the services rendered to member banks, (b) to the com- 
munities served, and (c) to their stockholders, consideration 
of the subject is approached largely from these three view- 
points.^ . 

A. Advantages to affiliated banks. Retention of personnel 

The group plan does not result in a substantial displace- 
ment of executive officers.® Under the typical plan of organ- 

1 In connection with Chapter XVI, these methods of approach were not 
applicable. 

^ President, Vice-Presidents, Secretary, Treasurer, and personal assistants 
to those officials who are given direct authority. 
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ization, each bank continues to operate as a separate unit, 
under the management of its local officers and directors. 

The central management or central advisory board or com- 
mittee usually maintains contacts between the member banks 
of the group and the central bank or holding company by 
having at least one officer of the parent bank on the board of 
each affiliate bank, and one vice-president assigned exclusively 
as a contact agent with the local management of each bank. 
This official supervises operating methods and obtains for 
each affiliate the aid of any department of the parent organ- 
ization. The central office also exercises its supervision through 
periodical reports of condition, regular examinations and the 
adoption of proven standards. 

The above facts are presented as a result of the survey, 
conducted by the writer, of fifty of the largest groups con- 
trolling resources of about $6,400,000,000. If this survey may 
be assumed to be representative, less than three per cent of 
the executive officers of affiliated banks have been released 
subsequent to acquisition. The average period of service of the 
group released however, was unusually long, and in practically 
every case was over 10 years. Furthermore, very few restric- 
tions are placed on executives, who leave voluntarily or in- 
voluntarily after the affiliation, reentering the banking busi- 
ness and opening a competitive institution. In view of the 
confidential nature of the survey, the policies of specific or- 
ganizations regarding personnel problems cannot be disclosed. 

While it may be alleged that the time will come when 
there will arise a conflict in judgment between the central 
office and the officials of the local unit, which may result in 
the displacement of the latter, it must be remembered that 
such action would not be advisable unless the officials con- 
cerned were very inefficient. The group organizations are anx- 
ious to retain the cooperation of the people and keep the per- 
sonal contacts with local officers so business will not be lost 
to some other bank. A wholesale displacement of personnel, 
particularly in small communities where the personal relation- 
ship is stressed, would obviously be suicidal. 

By the broad dissemination of its stock through the com- 
munities which the group serves it also preserves local inter- 
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est and substantial local ownership. This form of orpnization 
is peculiarly adapted to American conditions, in lieu of ex- 
tensive legalized branch banking, as it offers the advantage 
of maintaining local independence and local contacts through 
the maintenance of the individuality of all the constituent 
banks and their separate boards of directors, and at the same 
time, provides the strength, and supplementary facilities af- 
forded through the holding corporation. The latter appears to 
be entirely supplementary; it does not supplant. 

Centralized administration 

The advantages of centralized administration are brought 
about in five ways: (a) by superior credit facilities; (b) by 
improvement of investment policy; (c) by expansion of se- 
curity distributing business; (d) by improved fiduciary ser- 
vices; and (e) by economy of operation. 

Line of credit 

By means of group banking sufl&ciont financial resources 
are brought together to serve adequately the largest industrial 
and business requirements. A new stability to banking has 
been brought about by unit banks joining together to better 
serve the demands for credit of modern business men whose 
needs are no longer limited by city and county or even State 
lines. Through the broader contacts of the central organiza- 
tion, the local bank can extend lines of credit commensurate 
with the financial responsibility of the borrowers, but often- 
times in excess of statutory limitations as to the individual 
institution. Large concerns which formerly were forced to do 
the major portion of their business in the larger cities, not- 
withstanding the fact that their paper is a satisfactory invest- 
ment, can under the group system be adequately served in 
their own towns.® 

The Northwest Bancorporation, for example, has made it 
possible for local industries such as Pillsbury, Archer-Daniels, 
Cream of Wheat, Munsingwear, and Honeywell to secure 
loans at home instead of in the East, to the advantage of both 

«See Hearings, pp. 887, 1050 and 1184. 
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bankers and the business concerns interested.^ Concerning 
credit facilities, Mr. Andrew Price, President of the Marine 
Bancorporation, Seattle, Washington, says: “Through the 
medium of bank holding companies, greater mobility of com- 
mercial banking funds can with safety and propriety be pro- 
vided. Desirable loans, too large for an individual bank, can 
be handled by division with the holding company and other 
members of the group. Excess funds of one member bank can 
be employed by other member banks, with profit to both and 
benefit to large worthy borrowers.” ® 

Seasonal needs of various industries vary widely, but each 
division has a period of peak load. The diversification existing 
behind each individual unit will enable it to meet more ade- 
quately the seasonal needs of its customers and district. 

There is no danger of restriction of local credit. The hold- 
ing company is not a bank, and its success is dependent upon 
the growth and success of its units. Naturally it must look to 
the development of each affiliated bank wherever located for 
its own profit and assist in the development with every means 
at its command. To do otherwise would be contrary to its own 
self-interest. 

If the affiliated bank does not serve its community equally 
well or better than the independent unit, competition will 
arise at the first opportunity. The group bank has no exclusive 
form of franchise, and it must provide an improved service to 
exist. 


Centralization of reserves 

In a group system it is important that the central organ- 
ization should manage the reserve policy. Through such oper- 
ation the group constitutes practically a small Federal Reserve 
System within itself, with mobile reserves, and the amount of 
reserves can be greatly reduced because the funds may be 
easily transferred from one bank to another, if the reserves of 
a member fall too low. Thus, as indicated above, a larger 
volume of business is permitted. However, if ulterior motives 


^Ibid., p. 792. 

« Andrew Price, '‘Group Banking,*' 
(October 19, 1929), Vol. 129, p. 70. 


Commercial and Financial Chronicle 
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govern the aetions of the controlling board, this particular ad- 
vantage constitutes a serious danger. Members of the group 
can be weakened financially by taking advantage of the re- 
serve laws of the most lenient State and national laws, where 
the latter are lower in a given State than State law prescribes. 
For example, Idaho enjoys only Federal reserve requirements, 
while Montana on the East requires 15 per cent and Colorado 
on the South 25 per cent, Oklahoma 25 per cent, Louisiana 
20 per cent, Alabama 15 per cent, and Tennessee 10 per cent. 
Uniformity of State reserve requirements would be a desirable 
stabilizing influence. 

The pyramiding of reserves is often referred to as a criti- 
cism of group banking. One rather unusual statement was 
to the effect that the members of a group banking organization 
would keep their reserves with a central institution and, as- 
suming that such units are required to maintain a 7% reserve 
against demand deposits and the central institution a 10% 
reserve, that the system as a whole would have a reserve of 
lO'/o of 7%, or in other words, only 70^ for each $100. of 
demand deposits. As a matter of fact, in some of the present 
extensive group organizations the central bank or banks have 
heretofore been the reserve points for the outlying banks when 
the business of such institutions was being operated sepa- 
rately and independently. This criticism as to reserves is 
theoretical and not practical. Assuming that the reserves are 
completely pyramided and that the various units operate 
through the bank accounts of the central institution, it is still 
necessary for that central institution to maintain reserves and 
bank balances sufficient to care for the transactions of the 
group, and it has been found that those practical requirements 
will develop, as has been ascertained by actual analysis and 
observation, as adequate net reserves separate and apart from 
the group, as any branch banking organization might be ex- 
pected to carry.® 

Concerning concentration of reserve balances Mr. Andrew 
Price states that: “An advantage of unquestioned profit, but 
not unquestionable economic soundness is the concentration of 

8E. G. Bennett, ‘‘Group Banking Best Adapted to Agricultural Needs,” 
Commercial and Financial Chronicle (October 19, 1929), Vol. 129, p. 108. 
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reserve balances of member banks with the key bank of the 
group. It would seem wise for holding companies not to press 
this advantage too far, as a pyramiding of reserves in times 
of stress would be unwholesome. This can largely be avoided 
by the retention of membership in the Federal Reserve Sys- 
tem by each member bank or by the principal members of the 
group. Balances maintained in important distant cities may, 
however, with profit be concentrated and in fact reduced 
through common drawing privileges being arranged through 
the key bank of the group.” ’ 

Large cash assets should be kept in addition to the invest- 
ment in bank stocks. This reserve strength would then be be- 
hind each of the institutions owned and would inevitably 
result in the greater stability of the affiliated banks. It would 
also afford added protection and security to the depositors. 
The bank holding corporation, if its business is conducted in 
conformity with sound business principles, would then be in a 
position to bring the whole weight of its resources to bear in 
any direction in which help is necessary. Mr. L, E. Wakefield, 
President of the First Bank Stock Corporation, has described 
the situation as follows: 

If, through some disastrous happening such as a serious conver- 
sion of a bank’s funds, its structure should be impaired, the holding 
company must reestablish it from the central reserve of the group. 
It would be suicidal to permit any single unit in the group to fail 
no matter what the cause. 

The individual bank now is supported not only by its own cap- 
ital and reserve structure, but also by that of the corporation. The 
holding company’s legal responsibility is no greater than was the 
individual stockholder’s but its moral liability goes to the nth 
power 

We are building up a double reserve — in the banks themselves, 
and a central reserve in the First Bank Stock Corporation. Actually, 
the entire capital and surplus of the corporation is a reserve of its 
units.® 

Investment policy 

In the average unit bank the personnel or statistical facili- 
ties are not sufficiently extensive to scientifically select invest- 

^ Andrew Price, loc. cit., p. 70. 

* Hearings, p. 
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ments. This deficiency in turn militates against customers re- 
questing investment advice. Connection with a group places 
the services of the investment department of the central or- 
ganization at the disposal of the affiliated bank. As the size of 
the group increases the quality and number of investment 
experts increases, which offers closer contact with market ac- 
tivities which the local banker would probably fail to analyze. 

An investment which is good today may not be tomorrow 
and even high-grade bonds purchased today should be sold 
tomorrow if conditions change. This policy of switching, while 
often criticized, must be followed in order to avoid the losses 
arising from changes in the business cycle and in the money 
market. 

Diversified bonds and other securities for sound and profit- 
able investment are more accessible to the banks in a group 
system. Private or leased wires may be available which con- 
nect with the principal markets of the world, enabling such 
banks to buy or sell securities without delay. 

However, certain dangers may result from initiated issues 
of securities, so-called junior financing, through the invest- 
ment department of the central organization. With the in- 
fluence which the central organization wields over the affili- 
ated institutions it can easily be brought about that these will 
be directed to absorb unseasoned investments. Hence the 
caliber of the men in control of the central organization is a 
very important factor for consideration in connection with 
group banking. 

Security distribution 

A field in which investment bankers heretofore enjoyed a 
practical monopoly, viz., the sale and distribution of securities, 
is open to the operations of group systems. Financial powers 
granted group companies by their corporate charters are suf- 
ficiently broad to permit their engaging in the buying and 
selling of securities for a profit.® 

With the combined buying power of the affiliated banks 
each organization should be able to underwrite and distribute 

®See Hearings, pp. 839-841, 894-896, 1058, 1185-1186, 1264-1265, and 
1456-1459. 
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entire issues of bonds and other securities for the development 
of public utihties and other local business enterprises, and for 
the city, State or country needs. 

That group organizations recognize the opportunities pre- 
sented in this regard is demonstrated by the extensive forma- 
tion of security companies in connection with bank holding 
corporations. In the latter part of December, 1929, the First 
Bank Stock Corporation announced the formation of a new 
major subsidiary, the First Securities Corporation, for the pur- 
pose of extending an investment service throughout the Ninth 
Federal Reserve District. In announcing the formation of the 
new corporation, it was pointed out that: “The distribution of 
securities, in this organization will make possible a more in- 
tensive development of the territory, and will warrant the 
opening of branches in localities which would not support 
separate offices. By developing agencies through the affiliated 
banks in the smaller cities, we will be able to offer the busi- 
ness man and investor at those points an investment service 
that hitherto they have lacked. Such a service should be able 
to direct the investment power of the northwest into sound, 
conservative and profitable channels. Our capital of $7 ,500,000 
and our extensive distribution, will enable the First Securities 
Corporation to carry a much broader hst of investment offer- 
ings and will make the company the largest distributor of 
securities in the Ninth Federal Reserve District. Our buying 
and distributing power will mean that even the largest indus- 
tries in the northwest will have at their door a securities 
organization capable of underwriting investment issues of a 
size which in the past have had to seek a New York or Chicago 
market.” 

Shortly after January 1, 1930, the Northwest Bancorpora- 
tion announced the formation of the Banc Northwest Com- 


American Banker (December 28, 1929), p. 1. The First Bank Stock 
Corporation has also extended its activities into the commercial financing 
field. It has purchased the Lumbermen’s Acceptance Corporation of Chicago, 
which has been operating nationally, and has changed its name to First 
Acceptance Corporation, and has moved the executive ofiices from Chicago 
to St. Paul. This new subsidiary supplements the services extended by the 
group of banks controlled by the holding company. See “Minnesota Bank 
Stock Group Purchases Acceptance Corporation,” The American Banker (De- 
cember 14, 1929), p. 1. 
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pany which was organized to engage in the underwriting and 
distribution of investment securities. The Banc Northwest 
Company is affiliated with the banks or investment organiza- 
tions that comprise the Northwest Bancorporation group.^^ 
The Marine Bancorporation has organized the Marine Na- 
tional Company with resources of $2,000,000,*^ “to engage ex- 
tensively in the underwriting and origination of high grade in- 
vestment securities. Its distributing organization accords it a 
place among the principal investment banking organizations 
on the Pacific Coast. The facilities of this company’s complete 
organization and Statistical Department are at the disposal of 
its clients and all customers of Marine Banks.” However, as 
early as 1928, it was known that the West Coast Bancorpora- 
tion intended to actively develop a security selling business. 
At that time its officers organized a new corporation with se- 
curities of a form suitable for retail distribution.** 

In many communities banks do not have the necessary 
qualifications for the successful distribution of securities. It is 
within the power of the central organization to provide the 
needed mechanical and technical equipment for serving the 
investors of the communities in which it is interested, with 
the same degree of efficiency as the investment departments 
of banks in the larger cities. Collectively, this service may be 
carried on with satisfactory results. Intelligent investment 
service by the member banks should induce the flow of in- 
vestment business to them to a very large extent. The 
banks should furnish to investors only the highest type of 
securities. The parent company assists each member bank, 
in the handling of its investment funds, and the funds of 
its investor clients to receive the same advantages in 
buying and selling and trading as possessed by metropolitan 
institutions. 

With these centralized groups going into the origination 
of securities, the investment banker is deprived at once of his 
source of supply and his outlet. The attitude of investment 

Commercial and Financial Chronicle (January 11, 1930), Vol. 129, p. 239. 

Report of Marine Bancorporation (December 31, 1929), p. 8. 

13 Ibid., p. Si. 

1^ Andrew Miller, ^‘Benefits from Banc Control,” Oregon Voter (November 
3, 1928), Vol. 54, No. 7, p. 65. 
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bankers in this connection is expressed by Mr. Andrew Price, 
as follows: 

One of the most significant factors entering into the develop- 
ment of group banking through holding companies, is the interest 
of investment bankers in the movement. The reasons for this are 
quite apparent. They are experts in setting up and financing hold- 
ing companies. As in other types of mergers, they can and likely 
will exert a great influence upon the development of bank holding 
companies. Through the great investment companies whose desti- 
nies they control, they are in a favorable position to take an active 
part in the extension of group banking. There is nothing formidable 
to them in mere size, nor have they the same concern as to the 
various personnel and many other operating questions which loom 
large in the minds of commercial bankers. Moreover, they recognize 
the great possibilities of security distribution through the agency 
of a group of banks with hundreds of thousands of customers. They 
have already felt the contracting effects upon their business caused 
by the centralized buying and selling of securities through branch 
and group bank organizations. Some are alarmed as to the ill effect 
on their own business this movement holds in store for them.*® 

These developments suffice to create interesting conjec- 
tures. Obviously officials have access to all the records of the 
banks that the holding company controls, including names, 
addresses and usually some credit information on commercial 
customers and savings depositors. With such a list of security- 
buying prospects, salesmen representing the bank corporation 
are in a position where they can bring a new kind of pressure 
to bear on potential investors whom they attempt to interest 
in the bank corporation’s offerings. If a bank corporation de- 
velops its bond and stock selling department with energy, 
the question may arise as to what the public’s attitude will be 
toward the group company that underwrites or distributes 
securities of properties owned or controlled by the same cor- 
poration. As stated above, there may be a danger on the part 
of the bank corporation of distributing unseasoned and per- 
haps speculative securities, and it will require strong deter- 
mination on the part of conservative and determined men to 
depend for profit on legitimate banking operations and not on 
the easier money to be made through the sale of the common 
garden variety of stocks and bonds to its customers. 

** Andrew Price, loc. at., p. 71. 
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Fiduciary services 

More and more attention is being paid to the development 
of fiduciary services within member banks of group banking 
systems. Banks beyond the metropolitan centers are well 
aware of the fact that Americans are daily becoming more 
estate-minded.*® Insofar as membership in a group develops 
the trust business, it is a distinct advantage to member banks 
of an associated group, and one which should be regarded in 
other than a light manner. 

Group banking makes available improved and complete 
facilities for the management of estates and trusts and does 
not limit this service to large cities. As a consequence it may 
be expected that fiduciary services will be made available to 
the smaller cities and towns to serve all needs of this nature.*'* 
This fact was well brought out by the hearings into branch, 
chain and group banking, which have been referred to above. 

It has been said in connection with the smaller communi- 
ties that as a result of group banking, “Perpetual and con- 
tinuous management is assured for men and women who wish 
to provide trust company management for their estates.” *® 

Furthermore, in cases where a community is entirely too 
small to warrant such a department in the local member bank, 
a department or regional trust ofiice might be opened to serve 
not one but a group of nearby communities.*® 

The functions of a group management in connection with 
fiduciary services may be summarized as follows: (1) it estab- 
lishes investment funds suitable to the purposes of a large 
number of conservative investors and endeavors to gather to- 
gether an organization of specialists capable of managing; (2) 
it determines from time to time, and in view of industrial and 
economic conditions, what proportion of the fund under super- 
vision shall be in common stocks and what proportion in 
bonds or other maturing obligations; (3) it analyzes any 
changes in these conditions and modifies the above propor- 

Particularly well indicated by articles appearing in the Trust Company 
magazine during 1928, 1929, and 1930. 

Hearings, p, 793. 

1® J. E. Neville, loc. cit. 

1® Gilbert T. Stephenson, “The Handling of Trust Business,” American 
Banker (September 30, 1929), p. 18. 
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tions in accordance with such changes; (4) it studies current 
conditions in various industries and groups of industries and 
determines which upon reliable data appear to be the more 
promising; (5) it analyzes the management and financial 
structure of the leading companies in these industries; (6) it 
watches for changes both in the condition of industries and of 
individual corporations and changes the investment in accord 
with careful analysis of the latest available information; and 
(7) it secures diversification as a basic and important prin- 
ciple but restricts the number of securities held to an extent 
which guarantees satisfactory management. The extent of the 
discussion of this particular phase of group banking is limited 
because of the incompleteness or lack of comparability of 
much of the published data. If further detail were available, 
a thorough and satisfactory examination of the trust business 
of various banking groups would be possible. 



CHAPTER XV 

THE ADVANTAGES OF GROUP BANKING {Continued) 

Advantages to affiliated banks (Continued). Economy of 
operation 

One of the most critical problems confronting bankers to- 
day is the greatly increased cost of doing business. Analyses 
made in Chapter III indicate a much higher expense ratio 
than existed a few years ago. This condition is one of the chief 
motives for bank affiliations in order to bring about more effi- 
cient and economical operation. The survey conducted by the 
writer, which has been mentioned above, indicates that econ- 
omies resulting from the close cooperation of a group of banks 
are becoming more evident and will be reflected in increased 
profits in the future.^ Economies of this nature naturally make 
for greater earning power than the same volume would in the 
aggregate produce for unit banks and add thereby to the 
strength and stability of operation. 

There was considerable difference of opinion as to what per 
cent the administrative expenses of member banks could be re- 
duced as a result of the installation of a central organization. 
As an approximation, it was generally estimated that the re- 
duction would be not less than ten per cent after effecting 
certain changes which would render improved service to 
customers. 

Mr. George F. Rand, President, Marine Midland Corpora- 
tion, has discussed the question of economies in management 
involving various size banks in this group as follows: 

Perhaps if I give a case involving one of our larger banks, a 
bank of some $70,000,000, where we are able to effect a great many 
economies, it will serve to illustrate what I have in mind. 

Those economies are to be made, first, in the rentals that bank 

I See Hearings, pp. 1052, 1184 and 1207-1208. Also see Report of the 
Superintendent oj Banks of New York (December 31, 1929), p. 13. 
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has been paying for space. That bank had several unnecessary 
offices. It had 11 branches, I believe, and we are able to show them 
how they can eliminate two or three of those branches. 

In the second case — that same bank — in connection with the 
amount of cash that that bank carried in its own vault, we have 
been able to save that bank forty or fifty thousand dollars a year, 
by showing how similar banks, in our group, operate with less cash 
in their vault. In other words, it does not matter to a local bank 
whether it carries cash in its vaults or on deposit with the Federal 
reserve bank. The tellers were doing business with fifteen or 
eighteen thousand dollars in their cages, and we were able to show 
those tellers that in another bank of the same size, the teller could 
do the same amount of business with $4,000 in his cage, if he would 
use his head a little. We were able to cut down the cash require- 
ments in that bank and give the same service to the customer, I 
think almost to the extent of $1,000,000, in the aggregate. Now, if 
you figure 5 per cent on $1,000,000, it is $50,000 a year. 

We have done that in all our banks, and the saving has not been 
so much in the smaller banks, but in the larger banks it is quite a 
great deal. We have done the same thing in purchasing. 

Most of the little banks, and larger ones, are the prey of every 
salesman that goes into their town. They will buy adding machines ; 
they will buy typewriters ; they will buy ledgers, and a little bank, 
with three or four million dollars in resources, will spend some- 
times three or four thousand dollars a year unnecessarily in doo- 
dads that people come in and sell them. The savings we have made 
in that connection are remarkable. 

We are also showing these smaller banks, and larger ones, too, 
that are in our group, that, through certain physical changes in 
their setup of their bank inside, in the way they handle their col- 
lections and handle their items, they can cut down the number of 
their employees. We are trying to increase the salaries of our em- 
ployees and at the same time increase their efficiency and cut down 
on the total salaries.^ 

Concentrated purchasing power 

With security purchasing power centralized in the hands of 
an executive committee of the board of directors of group 
systems in financial centers, the group's management is able 
to purchase bonds and short term commercial paper to better 
advantage for distribution among the various members of the 
group. Buying in large quantities brings better prices; desir- 
able blocks of high grade municipal bonds, eligible as security 


^Hearings, pp. 1207-1208. 
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for State and other funds, are more readily available to large 
buyers in the city than they would be likely to be to the coun- 
try or small city banks when these institutions are operated 
independently. Almost two years ago, Mr. Andrew Miller, Sec- 
retary of the West Coast Bancorporation, expressed the opin- 
ion that, “Because of the volume of bond purchases for a 
group organization, various concessions would be obtained at 
times and in the course of a year these would add appreciably 
to the net earnings from outside investments.” ® Since 1903, 
the date of its establishment, the Union Investment Company 
has regularly effected considerable saving to the individual 
member banks because of wholesale purchases on bonds and 
other investments. ■* 

It is likely that some advantages would accrue to banks in 
a group if all paper supplies and printing were taken care of 
by a central purchasing agent since quantity purchases make 
for better prices. Furthermore, if printed forms in a group of 
banks were standardized and kept in a central warehouse 
awaiting the call of the various banks, such forms could be 
imprinted with the name of the particular bank as needed. It 
would appear that consolidation of buying, close attention to 
standardization of forms and centralization of efforts would 
save banks making up groups many thousands of dollars. A 
former superintendent of Oregon banks referred to the fact 
that when a Portland State bank was liquidated several years 
ago, five tons of printed forms and supplies were carted away 
— a striking example of gross over-purchase.® 

Advertising 

Certain very definite advantages arise from centralized 
control of advertising space instead of purchase of such space 
by individual banks. Pooling the advertising budget of sev- 
eral banks enables the group to employ better advertising 
managers or agencies, with a corresponding improvement in 

8 Andrew Miller, “Benefits from Banc Control,’’ Oregon Voter (November 
3, 1928), Vol. 64, No. 7, p. 51. 

^Letter from J. F. Millard, Vice-President, Union Investment Company 
(October 26, 1929). This company is now affiliated with Northwest Bancor- 
poration. 

8 Oregon Voter (July 21, 1928), Vol. 64, No. 3, p. 31. 
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quality and effectiveness of its publicity. This policy might 
disappoint advertising managers of newspapers in cities where 
the group banks operate but stockholders will feel the effect 
in the reduction of expenses.® 

Uniform accounting methods 

That accounting procedure in the various banks in a group 
could be facilitated by standardization of accounting methods 
cannot be doubted. Through central direction of accounting 
operations better internal control through employment of 
specialists may be made available to banks in the group. By 
prescribing a standard classification of accounts and methods, 
systematic auditing could be accomplished periodically with 
dispatch. Frequent audits would naturally tend to eliminate 
any irregularities that might otherwise creep in. 

Insurance and bonding 

Insurance of all kinds and the bonding of employees con- 
stitutes a significant item of expense incurred by banks. By 
centralized provisions for such items and obtaining blanket 
insurance and bonding contracts on the entire group of banks, 
substantial savings can be effected.’ Every person employed 
in the banks that comprise the Northwest Bancorporation 
group is under bond of $250,000. This large individual cover- 
age has been obtained at less cost than the inadequate cov- 
erage formerly carried.® The following statement appeared in 
the 1929 Marine Bancorporation report: 

As an added protection to the depositors of your banks, and 
safeguard of the stockholders’ interests, your Board recently ap- 
proved a new blanket surety bond in the minimum amount of half 
a million dollars covering every employee in the organization, and 
also insuring the corporation and its banks from burglary, holdup, 
misplacement, etc. This presents an interesting side light on the 
advantages to be obtained from the Marine’s Regional Group plan. 
Heretofore it would have been impossible for the smaller members 

^Report of the First Security Corporation, of Ogden (December 31, 1928), 
p. 3. 

■>Ihid. 

* J. E. Neville, “Group Bankinf; in the Northwest,” Commercial and Finan^ 
cial Chronicle (February 22, 1930), Vol. 130, p. 1178. 
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of the Group to have obtained such great surety bond protection 
at any reasonable cost. But by virtue of the group coverage, not 
only has their protection been vastly increased, but the aggregate 
cost has been substantially reduced.® 

Consolidated reports 

Recent combined reports of bank holding corporations and 
of all of the banks controlled by the group indicate what 
might become a familiar practice with the spread of group 
banking.^® Savings probably could be effected by means of 
consolidated reports to stockholders and to financial and regu- 
lating agencies. 

While there is some difference of opinion among bankers, 
as stated above, as to the real import and significance of sav- 
ings that might result from the foregoing items, it is true that 
since the World War we have learned that great savings, both 
in materials and costs, may be achieved as a result of combina- 
tions. With such arguments being employed to justify group- 
ings in other fields, it is reasonable to assume that similar 
advantages would accrue to group banks. 

While the writer has touched on the most significant oper- 
ating advantages possible by banks working together through 
a central organization, none of them appears to be as impor- 
tant as the real benefits of the group system as manifested by 
its own financial strength. 

B. Advantages to the community 

The trend toward group and branch banking is in response 
to a demand on the part of the public for safe banks follow- 
ing the numerous failures and liquidations that have taken 
place during the past decade. Popular demand is for sound- 
ness and stability in banks. People must use banks and they 
have a right to insist on safety first. The old form of individual 
unit banking was supplemented in 1914 by the Federal re- 
serve banks with their system of centralized reserves and re- 
discount privileges. Member banks continued to function as 
previously but were required to maintain this central credit 

^Report of the Marine Bancorporation (December 31, 1929), loc. dt,, p. 9. 

10 For example, see Report of the Gmrdian Detroit Group (December 31, 
1929), pp. 1-40. 
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reserve, thereby mobilizing reserve funds and strengthening 
the entire banking structure of the Nation. Admittedly an 
experiment when first organized, the Federal Reserve System 
has demonstrated the practicability of branch operation 
through the twelve regional Federal reserve banks under the 
supervision of the central Federal Reserve Board. The sim- 
ilarity in principle between the accomplishments of the Fed- 
eral Reserve System on a national scale and what might be 
expected from a system of group banking operating in a 
smaller area through the medium of the bank holding corpora- 
tion, is striking, and is at once apparent. As a result, greater 
safety, stability, and a general strengthening of the banking 
structure may be expected. 

There are, however, certain conflicting opinions in this re- 
gard. Against the claim that group banking strengthens the 
banking structure, it is sometimes alleged that only large 
banks are desired by the controlling interests of the group 
systems.^^ It has also been stated that “group banking cannot 
afford to attempt to operate a local bank with resources of less 
than $1,000,000.” 

Such statements are not in accordance with the facts, as 
the following table and chart shows 53 per cent of the 1,470 
banks covered by the compilation have resources of less than 
$ 1 , 000 , 000 . 

The group bank movement is primarily a movement which 
is bringing relatively small banks together. The data also show 
some correlation in size between the banks that have gone 
into this form of banking concentration, and the small banks 
that have been faihng. 

Considering the movement with respect to the various 
geographical sections of the country it is evident that the 
largest percentage of relatively small banks in such systems 
is found in the Western States. Over 70 per cent of the banks 
covered by the compilation for this region have resources of 
less than $1,000,000. Other sections rank as follows: Southern 

B. M. Anderson, ^^Branch Banking Throughout Federal Reserve Dis- 
tricts,” Chase Economic Bulletin (May 8, 1930), Vol. X, No. 2, pp. 4-5. Also 
see L. L. Lunenschloss, “Good Banking Depends on Good Management,” 
Mid-Westem Banker (February, 1930), Vol. XXX, No. 2, p. 22. 

12 Hearings, p, 1261. 
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New Hampshire 
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Connecticut 

Total New England States 
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Total Middle Western States 

1 North Dakota 

1 South Dakota 
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1 New Mexico 
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Total Western States 
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^Compiled from A Survey of Group Banking in the United States, Marine Bancorporation, loc. cit., pp. 1 — 32, and 
Leading Bank Groups in the United States, American Banker, February 20, 1930, pp. 7 — 11, where specific data is 
available, and Hearings, pp. 164 — 184, where approximate figures are obtainable. 
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States — 60 per cent; Pacific States — 58 per cent; and Middle 
Western States — 55 per cent. The development in this respect 
is less noticeable in the Eastern and New England States 
where banking is already supported by relatively greater 
capital accumulation. 

It is further evident that the grouping of relatively small 
banks has reached substantial proportions in sections largely 
dependent upon agricultural conditions and where reverses en- 
countered by unit banks have been the most pronounced (see 
Table VIII). 

The relatively large proportion of banks with resources 
over $10,000,000 afiiliated with groups is due to the fact that 
every system of importance is associated with at least one 
large metropolitan bank. With respect to the various States, it 
appears that the largest percentage of small banks in group 
systems is found in Oklahoma. Over 82 per cent of such banks 
have resources under $1,000,000. Other States rank as follows; 
on a percentage basis: Iowa — 78; North Dakota — 74; Texas — 
72; South Dakota — 70; Kansas — 69; and Minnesota — 67. The 
large percentage shown for Minnesota is very significant since, 
as is indicated above, this State not only has the largest num- 
ber of group systems in the country but is also the center of 
operations for the Northwest Bancorporation and the First 
Bank Stock Corporation, two of the largest bank holding cor- 
porations operating at the present time (Table XXIV). 

The following statement taken from an address by Mr. 
Edgar H. Sensenich, President of the West Coast Corporation, 
is quite typical of the general opinion that the public will be 
receptive to group banking, providing stronger banking facili- 
ties will result: 

The record of American banking during the past ten years has 
not been above criticism. The public record is bad enough but you 
and I know that plenty of the story is hidden in the files of our 
various banking departments. This is a matter I dislike to even 
refer to but it is a contributing factor of importance in the present 
trend of banking. The many failures that have occurred have im- 
pressed the people, especially those who have directly felt the con- 
sequences of these failures, with the thought that a change in bank- 
ing methods and standards is due, and there is general demand for 
better and stronger banking. I am of the opinion that when the 
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average person thinks of a stronger bank he has in mind a larger 
one, that he is more greatly impressed by size than management. 
At any rate, and so far as I can learn, in communities served by 
branch or group banking organizations, the people have shown no 
antagonism toward them; and, as a matter of fact, the recent an- 
nouncements of new group organizations have been received with 
considerable favor in the communities most directly affected. There 
is little doubt in my mind that the public is ready for larger and 
more efficiently directed aggregations of banking capital.^^ 


By the creation of a group, a wider diversification of re- 
sources is accomplished than is possible in a single unit. Many 
groups include not only a great variety of agricultural depos- 
itories but also many of the commercial banks of both the 
metropolitan and secondary cities.^'^ Regarding greater safety 
from the depositor’s viewpoint, Mr. Trevor 0. Hammond 
makes the following comment: 

From the depositor's viewpoint, the larger capital structure, the 
larger diversification of business over the territory served by the 
grou]) as against the local bank, will make for greater security. He 
will have a sense that the group will not let the individual bank 
unit fail, and he will be justified in this, for there will necessarily 
be a more thorough, more intelligent examination and supervision 
of the loans and i)ractices of the unit bank by the group managers 
than is had by the governmental system of examination and super- 
vision. There will be, under the group plan, far less likelihood of 
the bank loading up with a bad line as a result of some peculiar 
slant of its managing officers. Credit accommodations will be ex- 
tended more on the careful analysis of the borrower's statement 
than on the enthusiasm of the president, or other officers, in some 
local boom.^® 


It is noticeable that the agricultural sections of the coun- 
try are most active in the development of group organizations. 
These sections have suffered most in the collapse of banks, 
during the decade since the World War and now appear to be 
turning to group banking as a means of assuring the safety 
of their institutions and their prospects for profits. Certain 


13 Report of the National Bank Division, American Bankers Association, 
Edgar II. Sciiscnich, Commercial and Financial Chronicle (October 19 1929)' 
Vol. 130, p. 99. ' 


1* Hearings, p. 887. 

“T. O. Hammond, “Group Banking in the Northwest,” Commercial and 
Financial Chronicle (October 19, 1929), Vol. 130, p. 69. 
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groups employ an agricultural expert, for instance, to work 
with their farmer customers, advising on crop diversification 
and better methods of operation.^® 

The rural customer seldom has any strong affiliation with 
his bank such as affects the urban business man. He will with- 
draw his deposit on the slightest rumor of trouble and many 
failures of the past several years have no doubt resulted from 
reports that caused silent runs, eventually draining the bank 
of all of its working capital. With group banks there would 
be a central reservoir from which local losses might be 
replenished. 

While group systems are not being operated for philan- 
thropical motives, they are nevertheless performing splendid 
work in the reconstruction of local banks where such banks 
had been in difficulties. This is very well illustrated in an 
article by Mr. J. E. Neville of the Northwest Bancorporation. 
Mr. Neville says: 

Many illustrations of reconstructive work are available. To take 
one that is typical — Moorehead, Minnesota, has 6,000 people and 
is the county scat of Clay County in the Red River Valley where 
the river divides Minnesota and North Dakota. The First Moore- 
head National Bank, one of the oldest in that part of the State, 
with deposits $2,200,000 closed its doors December 22, 1928. North- 
west Bancorporation organized a new bank which opened March 
25, 1929, giving immediate facilities and on May 2, 1929, in ac- 
cordance with agreement in the organization plan, the new bank 
paid one million dollars to depositors of the closed bank. These 
deposits had been made by people scattered over the country and 
when the new bank announced that the $1,000,000 was available, 
notwithstanding the fact that funds having been tied up, many old 
depositors found it absolutely necessary to draw cash, more than 
$750,000 remained in the new bank. Moreover, money received in 
the interim for sale of farm produce and hoarded because of timid- 
ity was deposited in the new bank following restoration of con- 
fidence. The new bank paid dollar for dollar for all assets which 
were acquired, leaving all the balance of the assets in the hands of 
the receivers to collect as possible. No advantage was taken of the 
liquidating bank which was left in position to proceed with its col- 
lections of assets without jeopardizing the position of the de- 
positors^ interest in the old bank.^^ 

^^HearingB, p. 1204. 

J. E. Neville, Zoc. cit,, p. 1174. 
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Another interesting case in point was that of the $20,- 
000,000 failure of Forshay Company which resulted in the 
closing of three banks. The Northwest Bancorporation ac- 
quired one of the three closed banks, while First Bank Stock 
Corporation acquired another, and none of the depositors in 
either of these institutions lost a single cent. This certainly 
should go a long way in winning the confidence of the 
residents of the Twin Cities.^® According to Mr. Decker, 
President of the Northwest Bancorporation: 

The Northwest Bancorporation has put into the banks in its 
group in the last 12 months, in cash, over $4,000,000 and taken out 
of those banks undesirable if not bad paper, and to secure us 
against this advance which was made through the medium of 
loaning to a separate corporation organized for that purpose, we 
took over the assets charged off and in addition held out a suffi- 
cient amount of stock in the Northwest Bancorporation which is 
the holding company, to secure us, as that stock w'as to be given 
and will eventually be given to the shareholders of the old bank 
when their loan is paid, which is evidence that we have been willing 
to put in money to clean up the situation.^* 

The groups that have been organized in Michigan have 
voluntarily thrown around their organizations, through their 
articles of association and by-laws, all possible protective pro- 
visions from the standpoint of the depositor that might have 
been suggested by the office of the Comptroller of the Cur- 
rency or the State Commissioner of Banking and have pro- 
vided further that these safeguards are subject to change only 
with the consent of the supervising authority. They have also 
made available to the examining authorities the records of all 
their affiliated corporations. If group banking could be con- 
fined to groups such as these, no anxiety should be felt either 
by the public or the supervising authorities.^® 

C. Advantages to stockholders 

The following discussion of the advantages to stockholders 
of group corporations is brief due to the fact that adequate 

American Banker (November 4, 1929), p. 1, 

Hearings, p. 791, 

^oihid., pp. 1619-1620. 
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data are not forthcoming. This, of necessity, also makes it 
necessary to treat in general terms the various considerations 
involved. 

Safety of investment 

Investment in the stock of strong bank holding corpora- 
tions owning a large number of banks has the advantage of 
safety through diversification of risk. The value of stock in 
an isolated unit bank, on the other hand, is subject to depre- 
ciation, which might come from a business depression affect- 
ing that particular community or even from a single credit 
loss. 

A change in management necessitated perhaps through 
the death of the chief executive of a small country bank 
might be detrimental to the value of stock in such a single 
institution. On the other hand, under group banking, con- 
tinuity of good management in any single bank is more 
readily assured. 

Furthermore, as a result of the financial strength and ex- 
perience placed behind member banks, the failure of such 
banks becomes less hkely. Even where diflBculties have been 
encountered by group banks, little loss has been suffered from 
the closing of such institutions relative to aggregate unit bank 
failures.^^ Thus these organizations should not only appeal 
to investors in general but also to the owners of desirable 
banks, holding out to them assurances of greater financial 
strength that may come from group banking affiliations, as 
well as opportunities for making diversified personal invest- 
ments. 

Marketability 

Stock in the largest group companies is listed on one or 
more metropolitan Stock Exchanges so that investors may 
purchase or dispose of such stocks at any time without dif- 
ficulty.®* 

In many cases this probably holds the greatest appeal to 

21 See section on suspension of group banks in Chapter XVI. 

22 See Hearings, pp. 1185 and 1430; and Mid-Western Banker (February, 
1930), Vol. XXIV, No. 2, p. 125. 



240 BRANCH, GROUP AND CHAIN BANKING 

the unit banker to join a bank holding company. It arises 
not solely out of the desire to increase the value of the stock 
belonging to himself and his stockholders, but out of a thor- 
oughly wholesome desire to protect himself and his stock- 
holflers, and perhaps even his bank, from the consequences of 
a limited market for its stock. This is probably especially true 
of one-man controlled banks. 

Earnings 

As stated above, economies in operation and greater ef- 
ficiency in management go hand in hand with group banking. 
Group banking also furnishes opportunities for increased 
earnings through the ability to extend trust and investment 
facilities to a greater number of people. Furthermore, the 
scope of business possible under the charters granted to bank 
holding corporations is much broader than that generally done 
by banks, as has been discussed fully in Chapter IX in con- 
nection with the activities of the Transamerica Corporation. 
As indicated above, benefits also accrue to the member banks 
of an associated group as a result of mutual business rela- 
tions which naturally develop between all institutions af- 
filiated with the central company. They have established a 
community of interest and it follows as a matter of course 
that there is an exchange of business between the various 
banks through reciprocal accounts, collections and the cus- 
tomary bank channels. 



CHAPTEE XVI 

DISADVANTAGES OF GROUP BANKING 

Supervision and examination ^ 

Perhaps the most serious indictment of group banking, 
as contrasted with branch banking lies in the difficulties sur- 
rounding proper and adequate supervision and examination. 
It is evident that to examine a group of banks in the right 
way is no small task. Take, for example, a group composed 
of both national and State banks in several States and even 
in different Federal reserve districts. When the national bank 
examiner comes to examine the head bank of the group his 
examination, to be comprehensive and complete, must at the 
same time include examination of every bank in the group. 
To accomplish such a thorough examination it would be 
necessary for the Federal bank examiners to examine State 
banks and to go from one Federal reserve district into another 
Federal reserve district in order to examine all banks in the 
group.^ Furthermore, in order that a thorough examination 
be made it would be necessary for examiners to appear simul- 
taneously in each bank of the group. Where a holding corpo- 
ration like the Transamerica Corporation exists, which ex- 
tends through States from New York to California, and others 
almost as extensive, the difficulty of simultaneous examina- 
tion is obvious. It can be readily seen that even if such an 
examination were possible, it would be extremely expensive. 

The Comptroller of the Currency, in his statement before 
the Committee on Banking and Currency of the House of 
Representatives, stated the problem, as it exists at the present 
time, in the following manner: 

^See Chapters XI-XIII for a more elaborate analysis of this problem. 

2 Assuming the Federal Government is given jurisdiction of all groups 
containing at least one member bank or two or more banks in two or more 
States. 
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Where a group is composed of both State and national banks, 
as well as of other types of financial institutions, it becomes prac- 
tically impossible for any supervising government officials to ascer- 
tain authoritatively and accurately the financial condition of the 
group as a whole. Each corjioration in the group is an independent 
legal entity, some responsible to State governments, and some, that 
is the national banks, to the national government, while other 
State bank members of the Federal Reserve System are responsible 
to both State and national government, and this creates a situation 
in which the public is not sutlicicntly protected, insofar as it can 
be protected by governmental authority. If the holding company 
were placed under the visitorial powers of the Comptroller of the 
Currency it would be possible, although difficult, to supervise the 
operations of the group. I may say, however, that if the Comptroller 
of Currency be given visitorial powers over bank holding companies 
engaged in group banking, the government would be in a position 
to obtain information as to their operations and would be in a 
better position to reflate and control them by subsequent legisla- 
tion should such action be deemed expedient.® 

Without regulation there would probably be groups or- 
ganized and managed unsoundly. A dishonest or inexperi- 
enced management could manipulate the assets and liabilities 
of any particular bank through the medium of the assets 
and liabilities of another of its affiliated banks outside of a 
given State, ^ or Federal reserve district. 

However, it is not at all unlikely that the time will come 
when Federal and State authorities will have adequate re- 
ports regarding group corporations. 


Inflexibility 

Under the type of affiliation between a bank holding cor- 
poration and the members of a group it is conceivable that 
smooth operation would not be as easily achieved as it may 
be claimed. This point is brought out clearly by the Comp- 
troller of the Currency who expresses himself in this regard 
as follows: 

3 Hearings, p. 27. Also see Federal Reserve Board, Section VI, Regulation 
H, Series of 1924. 

^Haynes McFadden, loc, cit., p. 137. Also see Roy L. Bone, “Could Na- 
tional Branch Banking be Properly Regulated,*^ American Bankers Association 
Journal (August, 1929), Vol. XXII, No, 2, p. 130. 
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There appear to be, however, certain inherent weaknesses in a 
system of group banking. From an operating standpoint it is neces- 
sarily unwieldy. Each member of the group is a separate and dis- 
tinct corporation. It must operate as a separate corporation under 
its own capital and resources and under distinct limitations placed 
upon its activities by law. 

The central management can enforce its policies only by in- 
direction, by inducing local boards to accept voluntarily its policies 
and, in case of refusal, to set up at the next annual election a new 
board. It is also necessary to carry a full complement of overhead 
of personnel for each bank. 

Compared with branch banking, group banking from an oper- 
ating standpoint seems to lack the flexibility . . . which carry the 
services of the central bank directly to the public served by each 
branch. . . . 

The corporate set-up, therefore, of a group system is necessarily 
complicated, whereas under a system of branches each branch is 
the bank itself, with the full power of the bank in each place where 
it docs business whether at head office or at branches. Disregarding 
for the moment the question of public policy, the branch system is, 
in operation, incomparably simpler than the group system.® 

While the group system has much to offer its membership, 
it is largely of an advisory character. So far as management 
from a central office is concerned it must of legal necessity 
be one of indirection. 

Assistance and reciprocity not obligatory 

In connection with assistance and reciprocity between 
banks a contrast at this point between branch banking and 
group banking brings out the fact that the main bank in a 
branch system cannot morally or legally repudiate any liabili- 
ties incurred by any branch since the branches as a whole 
comprise the bank itself. In case of emergency a branch of a 
large bank has the entire resources of the institution behind 
it. Quite the contrary, however, is possible in a group banking 
system where each bank is a separate legal entity. While it 
is true that members of a group may come to the assistance 
of another member in difficulty, from a legal point of view 
no member bank has the right to call upon the resources of 
the other members of the group nor is there any legal obli- 


^ Hearings, pp. 1020-1021. 
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gation on the remaining banks of the system to render such 
assistance.® 

It must also be remembered that the corporation itself 
may repudiate responsibility for any of the members of the 
group should such a policy be found expedient to the further- 
ing of its own ends even at the expense of one of its member 
banks. Furthermore, if in a group system it is found that 
some of the banks of the system are going to fail, the central 
organization has the power of strengthening some and mak- 
ing a selection as to which ones will fail and which will 
survive. In other words, they are able to determine what 
communities will suffer the loss and what ones will gain.'^ 

While it is quite likely that a group could not permit 
any of its members to fail without endangering them all, it 
is possible that the group plan might be a matter of con- 
venience to the strong and result in disadvantage to the weak, 
not only to the banks but to the communities which they 
serve. 

Suspension of chain and group banks ® 

A comparison was recently made of the Federal Reserve 
Board’s record of all banks suspended during the period 
1921-1930 with lists of bank chains and groups submitted as 
of December, 1922, June, 1926, June, 1928, and June, 1929, 
and monthly supplements since June, 1929. Due to the dif- 
ficulty of obtaining definite information on chain or group 
banking, particularly for the earlier years, such a comparison 
may not show all of the suspended banks that were members 
of so-called groups and chains, and on the other hand, it 
may include some suspended banks which were reported as 
belonging to chains and groups, though the management may 
have operated them entirely independently of the other banks 
under the same control. 

On the basis of the best information available, however, 
it appears that a total of 226 banks with deposits of 

^Hearings, p. 1021. 

T Ibid., pp. 69-70. 

®As stated above, the terms chain and group are used synonymously by 
the Federal Reserve Board. 
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$102,000,000 belonging to 50 different chains, suspended op- 
erations during the ten year period. Of this number 61 banks 
with deposits of $35,000,000 subsequently reopened.® This 
compares with a total of 6,987 banks suspended during the 
ten year period with deposits of $2,586,000,000 as indicated 
above. In other words the chain and group banks that sus- 
pended operations represented only about 3.3 per cent of 
the total number of suspensions, 3.8 per cent of the total 
deposits of all suspended banks, and about 11 per cent of 
all the banks belonging to chains and groups. 

Double liability obligation and the bank holding corporation 

With the formation of bank holding corporations another 
potential danger appears in connection with the double lia- 
bility obligation that rests with holders of bank stocks in 
the event of liquidation or collapse of the bank in which 
such stockholders are part owners. This liability, designed for 
the protection of depositors, may be practically nullified in 
the case of a weak bank holding corporation, owning stocks 
of banks that get into difficulties, and the depositors may find 
themselves unable to secure anything from the double lia- 
bility attaching to stocks in the hands of corporations that 
have little or no other assets. The problem, it should be 
clearly understood, is not concerned with strong corporations. 

When a holding company exchanges its stock for that of 
the unit banks, the holding company is doubly liable but 
the individual shareholders of the holding company who have 
transferred their bank stock in exchange for shares in the 
holding company escape all liability. Therefore double lia- 
bility is destroyed unless the holding company acquires 
negotiable securities equal to the par value of all bank stocks 
they own. This has been done only by some of the best class 
of holding companies.^® Holding companies with no assets 
other than bank stock will not furnish assurance of meeting 
the stockholders’ liability of their banks in case of liquida- 
tion.^^ 


^Hearings, p. 457. No later available data. 
i®See Hearings, pp. 34, 888 and 1181. 

Ibid,, p. 34. 
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There is no provision in the laws of New Jersey, Oregon, 
Pennsylvania, and Vermont, imposing upon the stockholders 
of corporations owning or holding stock in banks or trust 
companies, the liability imposed upon the stockholders of 
such banks or trust companies.^^ However in Wisconsin, Min- 
nesota, and Michigan, the stockholders of such corporations 
must meet the double indemnity of statutory liability^® 

More of the legislatures should take the question under 
consideration. Bank holding corporations should be compelled 
to create a hquid reserve fund that will bear some propor- 
tionate relationship to the double liability on bank stocks 
held. Since it is almost axiomatic that business, which in this 
case constitutes the bank holding company, moves along 
faster than the law, it seems that several serious events will 
have to occur before the average legislature will pass the 
necessary legislation. 

Superintendent Wood of the California Banking Depart- 
ment refers in his 1928 report to the danger of weak holding 
companies acquiring bank stock and says the liability feature 
of the law may be entirely defeated by the holding com- 
pany method. He also points out the ineffectiveness of the 
stockholders’ indemnity provisions for failed banks when the 
stock is owned by an insolvent corporation. According to Mr. 
Wood: “The beneficial results of the law depend, quite nat- 
urally, upon the solvency of the individual stockholders of 
the bank. The law has demonstrated the fact that majority 
ownership of bank stock by a corporation will defeat the 
purpose of the statute, for the reason that the bank will 
not be permitted to fail by the holding corporation until the 
holding corporation is itself insolvent, at which time no bene- 
fits can accrue under the law to the creditors.” 

An interesting decision regarding double liability of bank 
stockholders was handed down by the Supreme Court of 
Iowa in 1929. The laws of Iowa provide that every stock- 
holder in a banking corporation or institution shall be indi- 
vidually responsible and liable to its creditors, over and above 


12 See discussions of law of each State in Chapter XIII. 

1® /hid. 

Report oj Department of Banking, California (1928), p. 16. 
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the amount of stock by him or her held, to an amount equal 
to his or her respective shares so held, for all the liabilities 
accruing while he or she remains such stockholders. However, 
the Court held that when a stockholder has the word “trus- 
tee” after his name on the books of a corporation, this is not 
considered merely as a description of the person, but as an 
effective notice to all parties that his interests are only con- 
ditional, since the stock is held by him merely as a trustee, 
it necessarily follows that he is not a stockholder within the 
meaning of the statute creating a liability against stock- 
holders.^® This decision is interesting since it suggests the 
possibility of using the “trustee” method of escaping stock- 
holders’ indemnity when the stock is actually owned by group 
interests. 

In some quarters it has been advocated that the banking 
laws be amended so as to provide that when a share of stock 
in a bank is sold to a corporation, before such transfer may 
be legal, the corporation shall satisfy the superintendent of 
banks that it is financially able to meet stockholders’ lia- 
bility.^® This suggestion meets the opposition that it will 
entirely destroy the now accepted right of personal property 
ownership. The problem might be solved by limiting the per- 
centage of capital stock of a bank which may be owned by 
any one corporation the same as has been done in relation to 
one insurance company holding the capital stock of another 
company, but this would not hinder another holding com- 
pany from acquiring the controlling stock of the holding 
companies holding the shares of stock in the bank. 

As stated above, in order to remedy this whole tendency 
toward evasion of double liability certain statutes should be 
enacted, among which are that stockholders of the bank hold- 
ing corporations themselves be made subject to double lia- 
bility, and that the holding company be required to hold 
other assets equal in amount to the par value of the bank 
stocks owned. The following quotation taken from an edi- 
torial states the issue very well: 

Andrew, SupU vs. City Commercial Savings Bank of Mason City, 217 
N. W. Rep. 431 (1929). 

^Editorial, American Banker (October 22, 1929), p. 4. 



248 BRANCH, GROUP AND CHAIN BANKING 

What cffpctivc alternatives may be substituted for the old for- 
feiture clauses in bank stock ownership? The field is open to think- 
ing bankers, and we invite their suggestions. Can the indemnity 
provisions be given a eutting edge that will penetrate through^ to 
the shareholders in the holding corporation? Can such holding 
corporations be rcrpiircd to carry a liquid reserve equal to the 
liability figure? Or is the whole indemnity feature one that is 
swiftly being relegated to the dusty files of the past, along with a 
lot of other banking theories, practices, laws, etc., in the rapid 
seepage of new ideas into modern birsincss? 

Inexperienced or dishonest management 

That a group system may be subjected to serious dan- 
gers is not at all improbable in the case of a weak holding 
corporation controlled by inexperienced men, entirely un- 
familiar with the banking business but able to sell stock 
because of the “stock mindedness” of the American people. 
Inexperienced or dishonest management of a group of banks 
would prove a greater hazard than similar forces at work in a 
unit system because of the ever impending danger of collapse 
of the entire group. 

Furthermore, where the controlling interests are not con- 
servative, there is great possibility of manipulation in their 
own interests, to the injury of the general community. For 
example, in 1918, a certain man in Minneapolis bought con- 
trol of the Mortgage Securities Company, a holding company 
for fourteen banks. He also took steps to secure control of 
one or two other investment companies in Minneapolis.^* 
Almost immediately he began to drain the banks of their 
capital, securing it through the giving of personal notes, most 
of which were worthless, being signed by dummies who acted 
as his tools. Within a year, his group had become unsound, 
and the State Banking Department had begun an examina- 
tion of his methods. In 1919, he was summoned before the 
grand jury on the charges of securing money on worthless 
notes and receiving deposits in his banks when he knew they 
were insolvent.*® He pleaded guilty to this charge, his banks 

Ibid. (January 30, 1929), p. 4. 

1® Commercial West (May 24, 1919), pp. 7-8. Also quoted by Hartsough, 
op. cit., pp. 152-153. 

10 /bid. (March 8, 1919), p. 11. 
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were all closed, and it was estimated by the State Banking 
Department that the depositors would suffer a loss of about 
fifty cents on the dollar.®® 

The diversion of funds for speculative and other than 
commercial banking purposes is a grave danger if engaged 
in by a group management. As indicated above, the failure 
of the Manley group of banks in 1926 was because of mis- 
management from the central office which diverted loans 
from legitimate purposes to unsafe credits sponsored by the 
Bankers Trust Company. 

The failure of the H. A. McCauley group of banks in 
northeastern Oklahoma in December, 1929, involving twelve 
banks was precipitated by the policy of the group feeding 
outside paper to the members of the group rather than notes 
made by local business men and farmers. Local business con- 
ditions, furthermore, were comparatively good at the time. 
The following brief account by the American Banker of the 
failure indicates potential danger in the group system where 
control is under dishonest or inexperienced men: 

Prevailing agricultural, industrial and mercantile conditions in 
no way contributed to the failure of the 12 banks, who closed their 
doors, Wednesday, November 27, on the death of their principal 
stockholder, H. A. McCauley. In each of 11 of the 12 communities 
involved, all, including depositors, assert that the local bank would 
be open today if there had been no outside paper in the bank or 
McCauley connection. 

The fact that the banks at Oilton, Terlton, Avant, Davenport, 
Kellyville and in towns once the center of oil operations suggests 
that the banks were the victims of the passing of the oil industry, 
but merchants and farmers say that this is not the case, and that 
the closing of the banks was wholly due to the presence of outside 
paper in the banks. In nearly all of the banks the bank commis- 
sioner found paper and notes signed by persons who did not live 
in the communities where the banks were located, the notes often 
being of questionable if of any value. 

Cashiers of the local banks say that McCauley placed the out- 
side notes in the banks and withdrew the money equivalent, in 
some instances keeping the banks drained of surplus funds to pro- 
tect his interests in other communities. In each of the 11 commun- 
ities where the titular banks were located, all, including depositors, 
assert that the local bank would not have failed if there had been 
^oibid. (May 24, 1919), pp. 7-8. 
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no notes in the bank except notes made by local business men and 
farmers.*^ 

Instances have occurred in which the central controlling 
individuals have transferred doubtful assets from other mem- 
bers of the group to the faltering member, thereby hastening 
its failure but at the same time strengthening the position of 
the remaining members of the group. In one case in the 
West ten units were saved but the eleventh failed because all 
the bad paper of the others had been placed in the port- 
folio.22 

It must not, of course, be assumed that such illustrations 
are representative of the modern group systems. They illus- 
trate the point, however, that where one or more men control 
a group system, the opportunities for fraudulent operations 
are greatly increased. The possibihties arising out of the inter- 
relationships of banks are, as was pointed out above, one of 
the advantages of group banking but they may also consti- 
tute a serious weakness. It is wholly a question of manage- 
ment. When conservatively operated the group system has 
an undoubted advantage in this respect. 

Relation of group banking and speculation 

The advent of group banking has precipitated much ani- 
mated discussion on another point. It is alleged that the 
movement has resulted in a tremendous speculation in bank 
stocks,-^ and that the responsibility for much speculative 
manipulation in securing control of banks has been traced 
to the willingness of some bankers to relinquish their stocks 
to speculative groups at fancy figures.^^ It is also claimed that 
group banking has introduced definitely the promotional 
theory into banking and that there are individuals or groups 
of individuals seeking to purchase banks, not with the idea 
of having them operated for the benefit of the community in 
which they are operating, but for the sole purpose of dis- 

21 American Banker (December 17, 1929), p. 1. 

22 J. W. Pole, “Banking and the New Financial Era.” (Address before the 
Maryland Bankers Association, May 23, 1929.) Issued as a pamphlet, p. 11. 

Hearings, pp. 61-62, 1330-1331, and 1754-1755. 

Ibid., p. 61. Also see Report of the Superintendent of Banks of New 
York (1929), p. 13. 
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posing of the stock to some bank holding corporation at a 
profit.^* 

A statement, which serves as representative of some of 
these views, was made by Mr. L. I. Lunenschloss, Vice- 
President of the Security State Bank, Madison, Wisconsin, 
as follows: 

If there is no motive of selfish gain upon the part of the group 
advocates, and they have no expectation of realizing on their com- 
pany stock, why is it that the present participants are asked to 
hold their stock six months before selling. To keep outsiders from 
gaining control, we are told. In that case, what will prevent a 
change of control at the expiration of this period? If stock prices 
did not enter into the procedure, why should certain bank stocks 
of about $300. book value, jump over to $800. when the holders 
were getting a certain number of their holding company stock 
shares, which in turn ^vere to be sold at a much higher price? Why 
such a decided right about face now that the price of the stock has 
dropped to a point where the holding company stock perhaps would 
not equal the value of the original stock.“‘^ 

The following statement by Mr. Andrew . Miller of the 
West Coast Bancorporation serves as a warning against specu- 
lation in bank stocks and other securities in connection with 
the bank holding corporation plan of operation: 

Among the dangers of the bancorporation plan of operation is 
the possibility of speculation in stocks dealt in as investments, both 
bank stocks and other securities. Obviously the greatest care must 
be exercised when buying banks as it is easily possible to pay a 
higher price for them than is warranted by their earnings. It is also 
possible for a local banker purposely to ^‘sell out” to a holding com- 
pany and thus relieve himself of a responsibility and an invest- 
ment which he no longer considers desirable for himself. “Buying a 
bank” has a large and important sound; but it is quite possible to 
acquire a lot of grief along with it. 

The management of a bancorporation is charged with the neces- 
sity of making sufficient earnings on its outstanding capital stock 
to establish an adequate dividend return, in justice to the stock- 
holders who have invested their money. As is generally known, the 
only sound and permanent dividend policy is from the earnings of 
the corporation and its affiliated banks. It is, of course, possible to 

25 Ibid,, pp. 1755 and 1330. 

2«L. L. Lunenschloss, “Good Banking Depends on Good Management,” 
Mid-Westem Banker (February, 1930), Vol. XXX, No. 2, p. 22. 
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pay dividends out of current profits from sales of stock, but such 
a policy is obviously a temporary expedient and unsound in 
practice.'**^ 

The low par value of bank holding corporation stocks is 
another feature which encourages speculation in such stocks. 
The smaller par values of $50, $25, $20 and $10,^® are certain 
to have a marked influence upon the market price of the 
shares. The average stock buyer, particularly those who have 
recently ventured into this field, are probably attracted by 
low-priced stocks and will make commitments upon the basis 
of price rather than upon asset value and earning power at 
market price. 

This restless, temporary ownership may bid up the price 
of the stock in speculative markets and then throw its hold- 
ings on the market when the climax comes, thereby creating 
an unstable stock situation which may very logically result 
in depositor runs and the exhaustion of group assets to meet 
the emergency, if the institution is in a weak financial con- 
dition. While the stock fluctuations of the Transamerica Cor- 
poration and the Bancitaly Corporation during the past few 
years are not a perfect illustration of all these points, they 
serve as an indication of the results of purchases for specu- 
lative reasons and the large losses to stockholders when a 
crash comes.®® 

The effect on stock prices of merger negotiations between 
banks and holding company groups brings to light another 
interesting factor in bank stock prices. We have long been 
familiar with the market action which signalized the merger 
of two institutions, the marking up of the price of one or 
both of the merging banks to bring about the market-price 
ratio on a basis equivalent to the value ratio upon which the 
principals agreed to merge. During the early months of 1930 
an example of the same thing happened when an agreement 
to merge the shareholding interest of the Marine Midland 
Corporation and the Fidelity Trust Company, New York, 
was reached. In sections of the nation where the bank hold- 

27 Andrew Miller, Loc. cit., p. 52. 

28 See Healings, pp. 839, 895, 1048, 1187 and 1459. 

2»/5id., pp. 1416-1417 and 1431. 
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ing companies have been operating, California in particular, 
this marking up of bank stocks in exchange for holding com- 
pany stocks has been a familiar thing.*® In New York the 
trust company stock in question was marked up from around 
14 times its earnings to about 24 times.®* 

It is not necessary or advisable to cite a substantial num- 
ber of examples in view of the inference that might follow 
which would damage companies under experienced and capa- 
ble direction. However, such speculation as may have de- 
veloped to date, as a result of the group banking movement, 
is distinctly unwholesome. The banking business ought to 
possess relative stability and its management ought to be 
governed purely by banking considerations. 

In connection with the purchase of small banks by group 
concerns, legislation prohibiting cash purchases and requiring 
that absorption must be by the exchange of stock would prob- 
ably tend to remove the incentive to speculative profit to 
individual insiders of the group companies and small banks. 
It would in the long run, force such purchases to be con- 
sidered solely for their economic worth, if all speculative 
deals could be eliminated. 

Arbitrary values on financial statements 

Another disadvantage of group banking is the ease with 
which accounts or resources and funds can be manipulated 
between the banks in the group in order to create the appear- 
ance of large assets when desired, or, in rare cases perhaps, 
conceal them for the purpose of showing an ultra-conservative 
statement.®® In a group of banks controlled by a bank holding 
corporation there is opening for much that is questionable 
because when a company holds among its investments, stocks 
of other controlled concerns, it can easily be seen what an 
opportunity exists for creating more or less arbitrary values 
in the company’s financial statement. 

Mr. Frank W. Blair, Chairman of the Board of the Guar- 

American Banker (March 3, 1930), p. 1. 

See Chapter X on the ''Accounting Aspects of the Bank Holding Cor- 
poration^' for further discussion of this point. 
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dian Detroit Union Group and Union Guardian Trust Com- 
pany of Detroit, Michigan, in a discussion of the significance 
of group banking, referred to the danger of manipulation of 
accounts in a group organization as follows: “During this 
transitory banking period the opportunity for manipulation 
reaches its apogee. For the obscure complex accounts of many 
group and holding companies, — understood only by the in- 
siders in the companies, and probably so confusing that even 
the major executives have to be led by the hand by skilled 
counsel and expert accountants — provide the most fertile of 
all fields for financial malpractice. This is not suggested in 
a spirit of pessimism, but rather in one of optimism; for the 
greatest opportunities for malpractice are now present and 
they are being availed of but sparingly.” 

There can be no doubt that one factor which would dis- 
turb the psychological optimism in connection with bank 
holding corporations would be some irregularities of this na- 
ture uncovered in a big company. 

Conclusion 

The preceding chapters have dealt at length with group 
banking. Each of the distinct phases of this development has 
been treated separately, and with the introduction of a rather 
large amount of statistical evidence at certain points, a pro- 
cedure which may have unavoidably obscured somewhat the 
general results of the investigation. In conclusion, therefore, 
it is proposed to draw together the threads of the foregoing 
discussion, and to briefly evaluate the movement. 

Assuming responsible and efficient management of the 
bank holding corporation, economy of operation and conse- 
quent widening of the profit margin should result from cen- 
tralized management. Fortifying each bank are large central 
reserves which may be transferred and used as needs arise. 
Great fluidity of capital is possible and a group may practi- 
cally become a Federal Reserve System within itself. Thus 
credit facilities for aU of the banks comprising the group may 
be enlarged, large loans easily handled and local industries 

•* Frank W. Blair, “New Alignments in American Banking,” Trust Com- 
pany Magazine (October, 1929), Vol. XL, No. 10, p. 484. 
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more readily financed. Small banks should be rendered safer 
for the public and greater safety for depositors may be thus 
brought about through affiliation with a strong group. The 
quahty of service rendered should be improved through more 
scientific and less selfish operation. In addition to the con- 
ventional savings and commercial services, member group 
banks in smaller communities make available to their cus- 
tomers trust, investment and foreign services on a par with 
those afforded by the largest metropolitan banks. Instead of 
stifling competition group banking encourages competition, 
for organizations controlled by one group of financial interests 
tend to compete with those controlled by another. Summed up 
in a few words, the potential advantages of a bank holding 
corporation over the unit bank are those to be derived from 
large scale operations; the benefits of a larger number of 
experienced bankers working together; a broader scope in the 
functions of the holding company itself; a wider and more 
stabilized market for its stock; and the additional strength 
and protection to each individual bank and its depositors 
which may be afforded by the combined resources of the entire 
organization. 

Their success may well mean the virtual superseding in 
some sections of the country of the independent unit bank- 
ing system by a number of affiliated and far-reaching group 
banking organizations. Or it may mean the breaking down of 
opposition to branch banking as the lesser of two evils, in 
those States where multiple banking is considered an evil, 
on the theory that the branch bank system being a more 
closely knit financial structure, and not subject to the dis- 
advantages of group banking previously discussed, is rela- 
tively desirable. As the situation stands today, unless some 
unforeseen event occurs to undermine the growing confidence 
of the public in group banking, there is every indication that 
the present tendency for unit banks to affiliate with group 
systems will become intensified. It is impossible to forecast 
what developments will take place during the next few years. 
When it is remembered that the present growth has been 
largely accomplished in a comparatively few years, it is obvi- 
ous that a visualization of the future is extremely difficult. 



CHAPTER XVII 

BANK CONSOLIDATIONS IN THE UNITED STATES 

Consolidations and the concentration movement 

Bank consolidations are a significant part of the centrali- 
zation movement. However, consolidation of banks in the 
United States is really a later part of the panorama, which 
goes back to the tendency for commercial and industrial busi- 
ness to merge, that has been developing before the American 
people for the last thirty-five years. Widening and spreading 
out of banking functions and activities has resulted in the 
establishment of a type of banking referred to as department 
store banking, which combines services for all types of finan- 
cial needs, such as investment, trust, and others, in addition 
to strict commercial functions. The latter type of services are 
no longer sufficient. Through the extension of services a bank 
is made independent of the call for commercial banking as- 
sistance alone. Commercial banking per se no longer exists, 
at least in the large centers. 

The bank consolidation movement has encircled the globe. 
Berlin has seen the development of imposing specimens in 
the banking field. ^ Developments in this metropolitan center 
have served as an incentive to concentration in Paris.* Lon- 
don has already seen its share of the movement which is 
held in abeyance at the present time because of unfavorable 
public opinion toward further consolidations.® Japan has al- 
ready developed a concentrated banking system.^ Bank 

1 H. P. Willis and B. H. Beckart, op. dt., pp. 707-708. Also see G. W. 
Dowrie, American Monetary and Banking Policies (Longmans, Green and 
Company, New York, 1930), p. 368. Incidentally, developments in Berlin 
have proceeded so far that the conjecture may be made that they may have 
a profound effect on the Reichsbank’s power of control, particularly in the 
money market. 

^Ibid., pp. 601, 625-626. Also see G. W. Dowrie, op. dt., p. 368. 

^Ibid., pp. 1162-1165. Also see G. W. Dowrie, op. cit., p. 367. 

^Ibid., pp. 831-832. 


256 



CX>NSOLIDATIONS IN UNITED STATES 257 


mergers have also developed to a considerable extent in Aus- 
tralia,® Austria,® Belgium,^ Canada,® Norway,® Russia,^® and 
Sweden.^^ 

Clarification of terminology 

At the present time, in common practice, these terms are 
used interchangeably but, from a theoretical point of view, 
some differentiation exists. A consohdation occurs where an 
entirely new bank is organized to take over two or more 
existing institutions, whereas a merger is effected when one 
of the banks already existing absorbs another institution, the 
latter giving up its charter and losing its identity as an in- 
dependent unit. 

Legally some difficulty arises since there is no uniform 
meaning regarding these terms under the various State laws. 
For example the laws of California and North Dakota merely 
refer to a consolidation as occurring where a new corporation 
is formed.^® The following citation from the laws of Michigan 
is illustrative of the lack of agreement upon the use of termi- 
nology in this State: 

. . . such corporation which is in good faith winding up its busi- 
ness for the purpose of consolidation with some other like corpora- 
tion, may transfer its assets and liabilities to the company with 
which it is in the process of consolidation.^^ 

From a practical point of view, however, the difference is 
insignificant. The effect is the same and consequently the 
terms will be used interchangeably. 

Early bank mergers in Italy and Scotland 

Attention might be directed for a moment toward the his- 
torical aspect of bank mergers. One of the first mergers of this 

’‘Ibid., pp. 69-71, 95-96. 

’’Ibid., pp. 165-156, 173-174. 

T Ibid., pp. 233-239. 

^Ibid., pp. 325-347. Also see G. W. Dowrie, op. dt., p. 368. 

» Ibid., p. 886. 

Ibid., pp. 915-916. 

« Ibid., pp. 1048-1062. 

See General Laws of California, 1923, Act No. 650, and Supplement to 
1913 Comp. Laws of North Dakota, Action 6125. 

12 Sessions Laws of 1926 of Michigan, No. 363, p. 450. 
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type was effected by the Medici family, which owned and 
controlled more than seventy banks in Florence in 1422. In 
1472 they were consolidated into thirty-three institutions.^^ 
These banks were called the “Fifth Estate.” This family had 
sixteen banking houses in different European cities and lent 
money for safekeeping, lent sums out on collateral, issued 
bills of exchange and traded in foreign coins and bullion. 
That these banks also did a trust business is evidenced by 
the translation of the account books, which contain memo- 
randa regarding deeds of sale, leases, dowry agreements, 
marriage settlements, and contracts.^® 

An indication that consolidations are by no means new 
trends is also evidenced by a consolidation in Scotland one 
hundred years ago when, in 1830, the Union Bank of Scot- 
land was founded as the result of the consolidation of twelve 
distinct institutions.^® It is not considered pertinent or feasi- 
ble to devote further attention to the historical aspect of 
bank mergers abroad. 

Bank mergers prior to 1915 

Although the discussion is intended to deal primarily with 
the period 1915 to 1930, inclusive, brief reference should be 
made to the period before 1915. The total number of bank 
mergers prior to 1915 was small judging from all available 
evidence.^^ “During this period the country was rapidly ex- 
panding. It may be regarded as an era of extensive banking 
rather than intensive banking. The size of the business units 
was smaller, and the need for larger institutions was not so 
evident. Again, the country was not so closely knit together 
and banks were organized to meet local needs by the men 
actually engaged in carrying on the business of a given lo- 
cality. In many cases the opportunities in other lines were 
much greater, so that there was a great deal less interest in 
largo banks than now.” This period, as a whole, should not 

“Early Bank Mergers in Italy,” Trust Company (May, 1929), Vol. 
XLViri, No. 5, p. 663. 

This information could not be traced back to the original source. 

“Interesting Records,” Union Bank of Scotland Limited (1930), p. 4. 

17 H. P. Willis et al, Chapter XIII, p. 15. 

^»lbid. 
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be regarded as of any significance insofar as bank mergers 
are concerned. 

Mergers in the Federal Reserve System, 1915-1930 

Merger proceedings during 1930 involved in individual 
instances large aggregates of banking resources, and effected 
in many communities far-reaching realignments of banking 
control.^® The number of mergers involving member banks 
of the Federal Reserve System, and resulting net changes in 
the classification of these banks during the past sixteen years 
are shown in Table XLIII.-® 

This table indicates that there have been 2,375 mergers 
affecting the Federal Reserve System. Of this number, 1,383 
have been between members. While 629 mergers took place 
in which member banks merged with non-members, only 363 
mergers accounted for the affiliation of non-members with 
the system. 

The following chart seems to indicate that the merger 
movement sagged off considerably during 1917 and 1918, at 
the time when the United States was engaged in the Euro- 
pean War. These years evidently formed a period when banks 
were giving less attention to bank consolidation and more to 
financing the war and providing funds for domestic business. 

The most important period is that beginning with 1919 
and extending down to the present time. In many years the 
number has shown a marked increase over the proceeding 
year. The number rose from 80 in 1919 to 120 in 1925 and 
from the latter year we have had a rapid and continuous 
increase to 473 for 1930.^^ Attention should be called to the 
fact that this same period has witnessed the greatest develop- 
ment of branch banking in the country and also the greatest 
flood of bank failures which has been experienced. 

According to the 1930 Report of the Federal Reserve 
Board, “The merger movement and bank suspensions taken 
together have served to reduce the total number of banks in 

^^See Report of the Federal Reserve Board (1930), p. 21. 

2® Since elaborate data for the country as a whole are scarce, the analysis 
is limited to the data which are published regularly in connection with 
mergers in the Federal Reserve System. 

21 See Report of the Federal Reserve Board (1930), p. 22. 
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the United States by almost 5,000 in a 5-year period ending 
with June 30, 1930, while banking resources were increasing 
by $12,000,000,000 to a total of $74,000,000,000. During these 
five years, therefore, the average size of banks, as measured 
by total resources, increased from $2,152,000 to $3,074,000. 
During the past five years there have been over 1,400 mergers 
involving members of the Federal Reserve System. The ac- 
companying table brings out the fact that during the 5-year 
period the national system lost to the State systems 419 
banks, while gaining through mergers 310 banks. In the year 
1929 the national system suffered numerous defections, some 
of which were associated with unfavorable feeling toward na- 
tional charters that arose from a court decision concerning 
the continuity of fiduciary powers of national banks. That 
this feeling has in part lost its force is reflected in the fact 
that in the year 1930, for the first time in recent years, the 
national system gained through mergers more banks than 
it lost through mergers. During the year 1930 more outside 
banks were absorbed by member banks than were lost to the 
Federal Reserve System by merger with non-member institu- 
tions, although in the 5-year period the net movement in 
this connection was in the opposite direction.” 

While it has not been possible to determine definitely, it 
is probable that membership in the System has had no in- 
fluence for or against mergers. Even where a State charter 
has superseded a national charter, membership in the System 
would probably be retained if the continuing bank was of 
any consequential size or influence. The prestige of a national 
bank does not apply to the same extent as in the past. 

New York banks 

These mergers indicate another significant tendency in 
world banking. During 1930 the leadership of England’s great 
banks was taken away by the Chase National Bank which, 
according to its latest statement, as of December 31, 1930, 
showed aggregate deposits of $2,073,775,922, and total re- 
sources of over $2,650,000,000, a new high record for finan- 
cial institutions. If bank consolidations continue at their 

22/bid., p. 21. 



CONSOLIDATIONS IN UNITED STATES 263 


present pace, there can hardly be any doubt as to the location 
of the world’s greatest banks of the future, and it is but fit- 
ting that as New York City grows into its position of the 
banking center of the world, that it should develop banking 
institutions which have aggregate resources to handle neces- 
sary requirements. 

From a domestic point of view, as pointed out above, in 
New York City, 20 banks, national and State, are capitalized 
at an aggregate of $642,675,300, and have combined resources 
of about $10,000,000,000, as of December 31, 1930. This capi- 
talization of the New York banks is almost comparable in 
total to that of the 20,008 country banks situated in towns of 
10,000 population or less.^® Furthermore, 250 banks in the 
United States hold resources to the aggregate amount of about 
$30,400,000,000. This is nearly one-half of all of the banking 
resources in the United States.®'* 

Procedure for effecting consolidations 

The National Bank Act was negligent regarding consoli- 
dations, both between national banks as well as national and 
State banks, in that it failed to provide for procedure or 
incorporate provisions for minority stock interest. However, 
it must be remembered that the passage of this legislation 
was accomplished with great difficulty since public policy at 
the time was against concentration of money and credit with 
which the consolidation of banks was logically included. 

In 1914, the Comptroller of the Currency pointed out the 
urgent need of consolidation provisions and sent a recommen- 
dation to Congress, which read in part as follows: 

It becomes desirable at times to effect a consolidation of na- 
tional banks. The National Bank Act makes no adequate provision 
for facilitating or making effective such consolidations. The prac- 
tice has been when two national banks desire to effect a consolida- 
tion of their business for one of the two national banks to go into 
liquidation, the other bank taking over the assets and assuming the 
liabilities of the liquidating bank. It is recommended that the bank- 
ing laws be amended so as to permit actual consolidation of na- 
tional banks possibly along lines which have proved satisfactory 

Hearings, Exhibit D, p. 1027. 

**See Report of the Comptroller of the Currency (1930). 
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and eflipaeioiis under the laws of some of the States governing the 
Consolidation of State Banks.^® 

Similar recommendations were also presented by the Comp- 
troller of the Currency in 1916.*® Finally, on November 7, 
1918, an act was passed providing for consolidations of na- 
tional banks.** 

However, it often happened that State and national banks 
were involved in a single consolidation, and difficulty arose 
in connection with State or national charters which the new 
enlarged bank was going to take. In cases where the consoli- 
dated institution was to operate under a State charter,*® no 
roundabout process existed and the units consolidated directly. 
But in cases where the united bank was to be operated under 
a national charter, it was necessary for the State bank to be 
first converted into a national bank, and then unite with the 
national bank since a national bank could consolidate only 
with a national bank. Thus before the Chase National Bank 
could merge with the Metropolitan Bank, a State institution, 
it was necessary for the latter to become the Metropolitan 

Report of the Comptroller of the Currency (1914), p. 18. 

(1916), p. 19. 

27 Consolidatum of National Banks. Act of November 7, 1018 (Govern- 
ment Printing Office, 1928), p. 1. 

28 While the banking laws of the various States are not in agreement, 
from a legal point of view, the actual procedure followed is very similar. 
The directors of the several banks pass resolutions ordering or suggesting 
the consolidation, after determining the terms and other evSvSentials of the 
agreement, and then submit the plan to the stockholders. The latter, usually 
at a special meeting called for the purpose, consider the proposal and if the 
number of individual stockholders required bv statute sign written consents, 
a written agreement of the consolidation is executed In most States the 
law provides that stockholders owning at least two-thirds of the outstanding 
stocks must endorse the proposal to make it valid. After the plan has been 
accepted, it is referred to State or national authorities, or both, depending 
on the charter under which the continuing or new bank will operate. 

Upon receiving official approval, one or both of the old institutions are 
closed, and the assets conveyed to the new or continuing bank. Some State 
laws provide for the approval of the State Banking Department before sub- 
mitting the plan to the stockholders. Even in such States, approval of the 
latter is necessary to culminate the deal. 

The banking laws of some States cover the procedure in great detail as 
illustrated bv the banking laws of Missouri for 1919 (see Banking Law of 
Mi.^f^onri, 1919, pp. 132-141). Others provide for consolidations in a less com- 
prehensive manner as evidenced by the banking and trust laws of Florida 
(see Banking and Trust Laws of the State of Florida, 1924, p. 25, section 
4172). It is not considered pertinent nor feasible to investigate the laws of 
the various States regarding consolidation. Such information can be found in 
a digest of State Statutes on the subject. 
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National Bank. Consequently, in order to remove this ob- 
stacle to the proper consolidation of State banks and national 
banks, the McFadden Act of 1927 incorporated a consolida- 
tion section which authorizes the granting of national charters 
directly when a State and national bank consohdate.^® When 
the First National Bank of Chicago and the Union Trust 
Company, a State institution, consolidated, to operate under 
a national charter, the new institution became directly the 
First National Bank of Chicago.*® 

Reasons for consolidations and mergers 

The reasons for consolidations and mergers may be con- 
veniently considered from the following standpoints: (1) hne 
of credit; (2) sale and distribution of securities; (3) trust 
business; (4) acquisition of established branches; (5) foreign 
trade; (6) profits; (7) movement into position for group and 
branch banking; (8) personal motives; and (9) safety. 

Line o^f credit 

The great growth in business in all directions, indicated 
in Chapter I, Table IV, is one of the forces behind bank 
mergers. Under the law, banks are not permitted to lend 

McFadden Bill, Section 3 (February 25, 1927). 

80 With the legal procedure settled, a very definite physical procedure 
should be followed so that when the consolidated institution begins opera- 
tions the various departments, which have been brought together, will present 
a uniform and perfectly functioning organization. 

The problem of supervising dillermg departmental functions is usually 
handled by the appointment oi committees composed of members from each 
department and division of the banks consolidating. These committees meet 
regularly, study the systems of both banks, select the best methods of each, 
and then send their recommendations to a committee, which is usually known 
as the senior or executive committee and possesses the power of final 
approval. 

Very often, especially where the consolidation involves large institutions, 
this executive committee sets up what may be referred to as a clearing 
house of information, whereby extracts from the recommendations of one 
department which would be of interest to another department are forwarded 
to the proper officer there. 

After operating methods are satisfactorily worked out, the senior commit- 
tee can then settle any additional problems before actual consolidation, from 
a physical point of view, takes place. Provision must be made so that 
supervisors of departments can know what individual to call when in need 
of information about any transaction. In other words, lines of control must 
be established. 
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more than 10 per cent of their capital investment, con- 
sisting of capital and surplus, to any single borrower, whether 
individual or corporation. Corporation growth has been 
tremendous in the last few years and with it has come in- 
creased responsibilities for the bankers who aid those great 
corporations in financing their enormous business. By merg- 
ing, banks have been putting themselves in the way of 
being able to give their customers service on a larger scale. 
Through increased capital, surplus and undivided profits, 
they are able to make larger loans to industrialists and 
merchants as well as to correspondent banks in other 
communities. 

The point may be illustrated by a consideration of the 
lending capacity of the National City bank of New York 
before merging with the Farmers’ Loan and Trust Company. 
In 1928, the National City had prior to its capital increase, 
a capital of $75,000,000. The maximum loan that could be 
extended to one borrower on the basis of its capital stock 
was 7.5 million dollars. This seems a sizable loan, but when 
the requirements of some of the larger business corporations 
are considered, it is clear that a 7.5-million-dollar loan may 
be wholly inadequate. Thus the sales during 1929 of Sears, 
Roebuck and Company totaled 444 million dollars; of the 
Woolworth Company, 304 million dollars; of the General 
Motors Corporation, 305 million dollars; and of the Goodyear 
Tire Company, 280 million dollars.®^ Scores of other corpo- 
rations may be cited whose sales run into nine figures. In 
modern financing these corporations probably make no such 
definite bank loans as is here suggested and it is probably true 
that much of their financing is done through surplus funds 
and stock issues, but it is also true that occasionally these 
corporations probably find it necessary to secure large bank 
loans and in any event keep their credit lines open. It would 
be necessary for such corporations to divide their borrowings 
among many banks when the legal lending capacity of one 
bank is exhausted. 

The table on page 267 showing individual accretions in 
capitalization and deposits indicates how metropolitan banks 
Information furnished by the Standard Statistics Company. 
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TABLE XLIV 

Growth of Capital, Surplus and Deposits op Metropolitan Banks ^ 

1924-1931 


National City Bank, New York 

Chase National Bank, New York 

Guaranty Trust Co., New York 

Continental Illinois Bk. & Trust, Chicago . . 

Bankers Trust Co., New York 

Irving Tiust Co., New York 

Fust National Bank, New York 

Manufacturers Trust Co., New York 

First National Bank, Chicago 

Security F’lrst Nat’l Bank of Los Angeles .. 
Bank of America of Calif., San Francisco . . 
Bank of Italy, N. T. & S. A., San Francisco . . 

American Trust Co., San Francisco 

First National Bank of Boston 

Peoples State, Wayne County, Detroit .... 

Bank of America N. A., New York 

Bank of Manhattan Co., New York 

Corn Exchange Bank, New York 

Central Hanover Bk. & Trust Co., New York 

New Yoik Trust Co., New York 

Union Trust Co., Cleveland 

Philadelphia Nat’l Bank, Philadelphia 

Total 22 banks 


Capital and Surplus Deposits 
Per Cent Per Cent 


Increase 

164% 

7197® 

28170 

2297o 

1517o 

1897o 

727o 

7007o 

807o 

2787o 

887o 

3867o 

4757o 

1367o 

243 % 

507 % 

107 % 

55 % 

203 % 

09 % 

18 % 

217 % 


209 % 


Increase 
1597o 
3667o 
2357o 
1487o 
1807o 
105 % 
101 % 
262 % 
73 % 
177 % 
3027o* 
1547o » 
9997o 
1407o 
2237o 
440 % 
239 % 
40 % 
240 % 
63 % 
317<> 
174 % 


185 % 


^ Compiled from information furnished by Gilbert Eliott and Company, New York. 

’ Merged as Bank of America, National Trust and Savings Association, in November, 1930. 


have met the above situation and also points to the tendency 
toward larger banks in the metropolitan districts. The 22 
banks listed have increased their capital, surplus and un- 
divided profits 209 per cent from January, 1924, to January, 
1931, and their deposits 185 per cent. The total capitalization 
of these banks during this period increased from $702,444,000 
to $2,271,411,000 and their deposits increased from $4,824,- 
471,000 to $13,746,499,000. Note that capital and surplus have 
increased more rapidly than deposits, indicating that strong 
banks are making themselves still stronger. 

Sale and distribution of securities 

Another important reason for mergers is the desire to ac- 
quire security affiliates in order to get the profitable business 
coming from security flotations and participations. 
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Great opportunities exist for corporate expansion and new 
business enterprises with which bankers are becoming more 
and more directly identified through these affiliated institu- 
tions. The day is passed for the banker just to sit still and 
take in commissions for loaning out other people’s money. 
Competition and large overheads demand that he do more. 
He is taking a more direct interest in business enterprise and 
the profits therefrom through security affiliates. They can per- 
form many functions forbidden the parent bank, such as buy- 
ing and selling both bonds and stocks and maintaining branch 
offices as well as extensive sales organizations. 

As indicated above, the Bank of America merged with 
Blair and Company, in order, according to the announcement, 
to extend the security business of its security affiliate, the 
Bancamerica Corporation. Such companies also serve as a 
source of securities for customers of the bank looking for 
investments. In other words, while the commercial bank- 
ing department may have lost a good part of its corporate 
business, the security company serves as the attraction to 
hold it. 

Trust business 

The desire to acquire or expand fiduciary activities is an- 
other reason for mergers. The outstanding merger for this 
purpose was that of the National City Bank and the Farmers 
Loan and Trust Company. 

Since fiduciary activities are highly specialized and much 
time is necessary to develop a successful business, the problem 
can best be met by following the procedure of acquiring an 
existing business. It is the easiest and, in the long run, the 
cheapest raethod.®“ Furthermore, a trained personnel is no 
little asset in an acquisition of this nature. 

An outstanding development in this trust field has been 
the increase in trusts administered by banks in contrast with 
those under individual trustees. The former has definitely 
assumed the upper hand. While the following statistics 
presented by Mr. James A. Bacigalupi are somewhat out 

*2 See Commercial and Financial Chronicle (October 19, 1929), Vol. 129, 
pp. 116-117 and 120-123. 
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of date, they clearly indicate the significance of the trust 
business: 

There are in operation in the United States 1,734 trust depart- 
ments of National Banks alone, managing 75,988 individual trusts 
representing assets in excess of $5,237,000,000, a gain of 359% in 
such assets and of 191% in the number of such trusts since 1926. 
The assets under corporate trusteeships in national banks aggi’e- 
gate more than $7,370,000,000, a gain of approximately 200% over 
similar assets in 1926. This is indeed a remarkable showing, par- 
ticularly when cognizance is taken of the fact that until the com- 
paratively recent enactment of the Federal Reserve Act, national 
banks were not permitted to exercise trust powers. . . . 

It is of immense significance, therefore, that in the United States 
to-day there are in force nearly 100 billion dollars of life insur- 
ance; that this is now increasing at the rate of 10 billion dollars a 
year, and that life insurance companies, during 1928, paid out in 
cash total claims calculated to be in excess of 700 million dollars. 
It is estimated, that of this huge sum of life insurance in force 
to-day, only two billion dollars or 2% of it has as yet been lodged 
with American trust companies under agreements of trust; yet 
more than 500 millions so held or in excess of 25% of this total was 
trusteed during the past year alone. 

Impressive as these figures are — in my humble opinion — they 
do not begin to reflect the true measure of the immense resources 
awaiting trust company management in America. 

The number of wills making banks and trust companies 
executors or trustees jumped from 36,193 in 1929 to 48,812 
in 1930, or more than 35 per cent.®^ Voluntary trusts to the 
amount of $1,013,769,436 were created during 1930 — a 67 per 
cent increase over the amount so placed in trust during 1929. 
More than 450,000 estates valued at more than $5,500,000,000 
are probated annually by trust companies,^® from which the 
conclusion may be drawn that the acquisition and extension 
of the trust business through mergers, or otherwise, is most 
desirable. Future earnings from this source will probably in- 
crease. 

88 J. A. Bacigalupi, ^‘The Growing Importance of the Trust Department of 
the Modern Bank,” Commercial and Financial Chronicle (October 19, 1929), 
Vol. 129, p. 115. 

84 Information furnished by the Trust Company Division, American Bank- 
ers Association. 

*8 Ibid. 
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Acquisition of established branches 

The trend toward consolidations in this country is also 
due to a desire to acquire branches which otherwise would 
bo outlawed. National banks cannot open new branches with- 
out the approval of the Comptroller of the Currency, but 
there is nothing in the law to prevent them from operating 
as branches the banks which they take over. Frequently it 
happens that such banks absorbed had branches, created by 
previous mergers. Therefore it often happens that by taking 
over another bank the parent institution acquires established 
branches. 

One of the quickest methods of expanding is to acquire 
established branches through this process. It is probably more 
feasible to purchase established banks than establish new 
branches to compete with them. California mergers are almost 
exclusively due to the spread of the branch banking system 
in that State, with the merged bank usually becoming a 
branch of one of the great institutions in Los Angeles or 
San Francisco.'*® The Bank of Italy probably acquired more 
branches in this way than any other bank in the country. 

While the increase in branches has probably been very 
strongly influenced by bank consolidations, it cannot be said 
to be a predominating cause as a whole because with the 
exception of California the largest number of mergers have 
occurred in States in which branch banking has been pro- 
hibited.®^ 


Foreign trade 

In addition to the necessity of having large banks to 
finance domestic business, the ability to finance foreign trade 
expansion is becoming increasingly important. 

Most of our exports are financed by bankers’ acceptances. 
In view of the fact the Federal Reserve Act restricts the 
total acceptance liability of member banks to 100% of their 
capital and surplus, not including credits arranged for the 
purpose of creating dollar exchange, one effect of bank mer- 

8® See S D. Soiithworth, Branch Banking in the United States (McGraw- 
Hill Book Company, New York, 1928), pp. 46-48 and 53-65. 

8^ H. P. Willis et al., op. cit., Chapter XIII, p. 9. 
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gers is the creation of larger capitalization which correspond- 
ingly raises the acceptance liability limit for the combined 
institutions. 

The International Acceptance Bank, an institution with 
important foreign connections, has been merged with the 
Bank of Manhattan in order to strengthen the financial posi- 
tion of the latter in the foreign field. The merging of the 
Chase National Bank with the American Express Company 
illustrates the endeavor of a New York bank to reach addi- 
tional foreign business through the draft department of the 
express company. 

If mergers, consolidations and cooperatives are the neces- 
sary and natural instrumentalities to produce and market in 
competition with the world, then the banking facilities of the 
country must be so marshalled as to furnish credit for those 
mass operations. If the farmer or manufacturer of the United 
States is going to produce for the world’s market, or be in 
competition with the world, as he will be, so long as he expects 
to market a surplus over the demands of the home market, 
his local bank is no proper partner for him. His local bank 
has no more sensitiveness to world demands than has the 
local farmer. 

Profits 

The expectation of increased profits undoubtedly lay be- 
hind the other motives which led to the consolidations which 
have been considered in this chapter. It would be of interest 
to ascertain to just what degree the profit expectations which 
impell mergers have been realized. This is impossible, how- 
ever, not only because adequate data on the profits of the 
various participating institutions are not available but be- 
cause of the uncertain nature of the profit expectations them- 
selves, as held by those responsible for the mergers. Although 
these men probably had the feeling that some additional 
profits would result, they doubtless had little idea of just how 
great that increase would be. Further, some of the expected 
increase in earnings could not materialize for a period of years. 

However, as a rule, it is probable that when two large 
banks merge a saving is made in the salaries of executive of- 
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fleers. As the result of a recent merger in a moderately large 
Eastern city, the salaries paid the executives of the merged 
bank were $50,000 less than the combined payrolls for these 
officers. The personnel of the credit department in the largest 
combining bank was able to serve the needs of the succeeding 
bank. The same volume of business that had been conducted 
by the two banks was conducted by an organization that was 
only slightly larger than that of one of the single banks. 
Instead of having two banking houses, only one was retained 
and the expense of maintaining one building was avoided, 
thereby effecting additional economies. 

A merger is pending in a large city in the Middle West 
between a large trust company and a State bank. Both banks 
have outgrown their present quarters, and unless a consolida- 
tion is effected, each will have to construct costly new bank- 
ing houses. One large banking building would take care of 
the combined business of both — so negotiations have been 
under way to effect a merger. This housing problem is one 
force that is driving the consolidation movement along, but 
it is also figured that the rate of earnings will go up if the 
two banks get together. 

Nevertheless, it would seem that as long as competition 
continues to operate there will be no significant increase in 
the commercial banking profits of combined institutions. In 
fact, the increasing tendency of money rates to fluctuate with 
the reserve bank rate and with rates in the larger financial 
centers may mean an even lower rate of earnings in the future 
than has prevailed in the past.®® As banks increase in size 
and deal with larger customers, the rates which they charge 
may tend to fluctuate more closely with the conditions of 
supply and demand instead of being maintained at a set 
figure year in and year out as is probably customary in the 
smaller cities and in country districts. This would likely result 
in smaller returns in periods of easy money than when a 
stereotyped rate is charged. 

Such a result would not mean that the consolidations of 
the period we have been considering were not justified from 
the viewpoint of commercial banking operations. However, if 

*®See Federal Reserve Bulletins, 1922-1931. 
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mergers had not taken place, the decrease in commercial 
banking profits through the loss of business to outside cen- 
ters might well have exceeded any decrease in earnings which 
may take place under the present arrangements. The consoli- 
dation movement is the natural outcome of the growth of 
business. The credit needs of big customers can only be ade- 
quately supplied by large banking institutions, and the most 
convenient and rapid method by which banks may increase 
their facilities is through combination with other established 
banking interests. 

Movement into position for group and branch banking 

Consciously or unconsciously the large metropolitan banks 
through mergers are moving into position to avail themselves 
of the great fundamental change which is now taking place 
in our system of bank organization. It must be admitted that 
if branch and group banking are to be accepted in this coun- 
try as the future structure, these strong centrally located 
institutions are admirably adapted to become the parent 
institutions of a branch bank system or of the group, having 
a call upon able management, amplitude of resources and 
commending public confidence. When referring to the exten- 
sion of branch banking, former Deputy Comptroller Collins 
said: “When that day comes this great bank merger move- 
ment in the United States will have revealed its most 
dominant economic meaning because only those strong metro- 
politan banks will be in a position to become centers of branch 
banking systems.” 

Personal motives 

The shallowest view of the merger movement whether in 
New York, Chicago, or elsewhere, is to state it exclusively in 
terms of personal rivalry and ambition or as mere rivalry 
for bigness. It would appear that metropolitan bank execu- 
tives have visions of a service that shall be competent, in 
both financial and human resources, to handle adequately the 

C. W. Collins, “An Interpretation of the Bank Merger Movement in the 
United States” (Address before the New York State Bankers* Association, 
June 18, 1929). Published as a pamphlet, p. 8. 
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problems and needs of an enormously wealthy and tremen- 
dously growing country. Experienced bankers do not merge 
merely for the sake of merging. Immediately upon seeing its 
relative position threatened, it does not seem reasonable that 
a responsible financial institution would impetuously attempt 
to buy out another bank or banks without taking a number 
of other factors into consideration. 

It has frequently been stated to the writer that the word 
service is often much abused and used synonymously with 
the word size. However, it is believed the motive of public 
responsibility actuates to a greater extent than ever before 
and men have learned that there is more to be gained sel- 
fishly by cooperation than otherwise. 

Safety 

Outside the large cities the trend toward bank mergers 
also is primarily due to the need for more concentrated bank- 
ing facilities to accommodate growing trade and industry. 
The numerous bank failures, especially in the Middle West, 
have probably driven many surviving banks into consolida- 
tion as the surest means of escaping a like fate because of 
frozen credits. As indicated in Chapter II there are too many 
small banks in the country. Failure of guaranty of deposits 
in those Western States which have tried that doubtful ex- 
periment has convinced analysts of the situation that elimi- 
nation of weak institutions and greater concentration of 
banking resources at small communities is the only possible 
cure for an ill which should be remedied. 

Summary 

The country bank phase, then, is essentially different in 
motives and significance from the merger movement in the 
big cities. The banking situation in the cities is universally 
one of strength and not of weakness. Competition there is 
keen but not destructive. The bank failure movement of re- 
cent years, therefore, as indicated in Chapter II, has left the 
cities largely untouched. An occasional failure in the cities 
has been for special reasons and is not symptomatic of gen- 
eral conditions such as prevailed in many country districts. 
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The whole theory behind the scries of metropolitan bank 
mergers has been the necessity of providing increased services 
and the trend toward State charters is explained, therefore, 
as a result of the opportunity to carry on broader banking 
facilities permitted under such charters. 

In summarizing the above discussion, it appears reason- 
able to conclude that the bank is compelled to change its 
organization and management in accordance with changing 
economic and social factors, and that because of general and 
specific reasons the modern bank must increase its size and 
service. Banking combination has taken place and is carried 
on not because of single and unchangeable motives; it is the 
result of a variety of forces. The end of banking consolidation 
apparently is not in sight. Not only is it anticipated that the 
merging of banks will be continued in cities of smaller size, 
but further grouping is looked for among large institutions 
in metropolitan centers. 



CHAPTER XVIII 


THE DEVELOPMENT OF BRANCH BANKING 
IN THE UNITED STATES 


Introduction 

In tracing the growth of the concentration movement, 
mention has been made of the great activity of groups of 
banks in practically every section of the United States. This 
development has been a very significant force in bringing 
about renewed agitation for an extension of branch bank 
privileges. The significance of branch banking on State, re- 
gional, or national lines is more important as far as the future 
is concerned than consideration of the subject on an intra- 
city basis. The general interest which this subject has aroused 
makes it desirable to consider this phase of concentration in 
relation to the general problem. 

Previous discussion has indicated that the future banking 
system of the United States may be State, regional, or nation- 
wide systems of branch banks, provided permissive legislation 
is enacted, and if this is not done, extensive group banking 
systems probably will evolve. It would appear that much of 
the agitation against the concentration movement has been 
overdone in many sections of the country.^ For example, Chi- 
cago in 1927 represented the center of anti-branch bankers,^ 
while today, we find it becoming very much interested in 
group banking. The facts and economic principles underlying 
branch banking are being brought out in contrast with an 
unjustifiable antagonism toward its alleged monopolistic char- 
acteristics that has existed for many years in the past. 

1 S. D. Southworth, Branch Banking in the United States (McGraw-Hill 
Book Company, New York, 1928), p. 211. 

2 C. W. Collins, The Branch Banking Question (The McMillan Company, 
1926), pp. 22-23. 
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Terminology 

As indicated previously, branch banking may be consid- 
ered to exist when a parent bank opens city, county or State- 
wide branches, all functioning under one head office, with a 
common capitalization available for all branches, with iden- 
tical stockholders and a single charter. Prior to 1927, many 
non-homogeneous ideas existed regarding what was meant by 
the term “branch,” ® but since that time an official definition 
has been placed upon the statute records regarding what is 
meant by the term “branch.” This came about with the enact- 
ment of the McFadden Bill, which provided that: “The term 
‘branch’ shall be held to include any branch bank, branch 
office, branch agency, additional office, or any branch place 
of business located in any State or Territory of the United 
States, or in the District of Columbia, at which deposits are 
received, or checks paid, or money lent.” * 

Types of branches 

The primary divisions of branch banks are according to 
(1) location, and (2) kinds of business carried on. As to loca- 
tion, the classification into city, county, and State-wide 
branches is generally accepted, whereas in relation to kinds 
of business done, branch banks may be listed under the divi- 
sions contained in the McFadden Act which have just been 
enumerated. Another classification may be offered on the 
basis of Federal reserve member bank branches, branches of 
national banks, and branches of State banks and trust com- 
panies that are not Federal reserve members. 

The early period of branch banking, 1791-1863 

Branch banking can by no means be considered a new 
device in the banking structure of this country. The period 
between the Revolution and the Civil War saw considerable 
branch activities.® The history of the First Bank of the United 
States, 1791 to 1811, and of the Second Bank of the United 
States, 1816 to 1836, is well known. The former institution 

® S. D. Southworth, op. cit., p. 6. 

^McFadden Act, Section 7 (February 25, 1927). 

® Hearings, p. 430. 
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operated eight branches, radiating from the head office in 
Philadelphia, while the latter, with headquarters also at Phil- 
adelphia, had at one time or another as many as twenty-seven 
branches, located in such commercially important, but re- 
mote, centers as New Orleans and Portland, Maine. In point 
of traveling time these cities were then farther from New 
York than is Tokyo at the present time. However, these two 
pioneer branch organizations failed to survive against the 
people’s fear of monopoly and political action largely based 
upon the jealousy of State banks.® 

One of the earliest of the banks to establish branches was 
the Philadelphia Bank, chartered in 1804, which opened up 
extra-city offices in many of the interior towns of Pennsyl- 
vania. It also appears that the Bank of the Manhattan Com- 
pany had at least three branches outside of New York City 
in 1811.'^ The majority of these branches in the Eastern States 
were replaced by smaller independent banks during the early 
part of the nineteenth century, as a result of restrictive legis- 
lation. However, this legislation was not aimed at branch 
banking itself, but at the issuance of the so-called wild-cat 
currency.® 

Branch banking was also very much in evidence in this 
country between 1848 and 1863, especially in the West and 
South. In 1848, out of 48 banks in Ohio, 29 were branches 
of the Ohio State Bank ; Indiana had 17 branches of one State 
bank and no independent banks, Missouri had one bank and 
5 branches, Kentucky 3 banks and 13 branches, Tennessee 3 
banks and 17 branches, Virginia 6 banks and 30 branches. 
North Carolina 4 banks and 14 branches, South Carolina 12 
banks and 2 branches, Georgia 13 banks and 7 branches, 
Delaware 6 banks and 3 branches, and Alabama 2 banks and 
4 branches. At the same time no branches were listed in the 
Eastern States, except two each in the States of New York, 
Maryland and New Jersey. 

In 1860, the situation was similar to 1848, though Illinois 
appeared with 75 banks, Indiana with 13, all of which were 

®Sce F. Cyril James, The Economics of Money, Credit and Banking 
(Ronald Press, New York, 1930), pp. 170-173. 

7 Hearings, p. 430. 

® Ibid. 
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branches of the State Bank of Iowa, and Missouri had 42 
banks of which 33 were classed as branches.® The two branches 
existing in New York in 1848 had disappeared by 1860, and 
apparently branch banking was forbidden in New York. Penn- 
sylvania, Massachusetts and Connecticut.^® It appears that 
the motive for the early establishment of these branches was 
to facilitate the issue of bank notes which would be difficult 
to redeem.^^ 

By 1863, there were 33 branch banks in the various States, 
with 128 branches.^® The outbreak of the Civil War marked 
the end of the first era of the branch movements, since prior 
to that time it had been concentrated in the South.^® 

Branch banking in the national banking system, 1863-1926 

The National Bank Act, whether by intent or otherwise, 
retarded the growth of branch activities in the national sys- 
tem. Directly after the Civil War the older banks operated 
by the States in the South, which were not ruined as a result 
of the War, were voluntarily dissolved rather than allow them 
to go into the national system, while those operating in the 
West were reorganized as national banks and their branches 
reestablished as independent unit banks.^^ For forty years 
there were but three or four national banks operating 
branches.®® 

The table on page 280 shows the development of branch 
banking in the national system from 1865 to 1926. 

It will be noted that the number of national bank branches 
in operation experienced a phenomenal growth, from 44 in 
1919 to 504 in 1926. Another phase of the development de- 
serving of note is that the substantial increase in branches 
during the three year period ending with 1926 took place 
within the corporate limits of cities of the parent institutions. 

The expansion of national branch banking as indicated by 
total capital and resources of the banks operating branches 

^Ibid., p. 430. 

^ojbid. 

w Ibid. 

12 S. D. Southworth, op. cit., p. 7. 

Ibid., p. 6. 

Hearings, pp. 467-468. 

1® George E. Barnett, op. cit., p. 135. 
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TABLE XLV 


Numbeb op Branches op National Banks ^ 
1865-1926 


In Outside 

Year Total Home City Home City 

1865-69 

1870-74 

1875-79 

1880-84 1 ... 1 

1885-89 2 ... 2 

1890-94 3 1 2 

1895-99 6 2 3 

1900 5 2 3 

1901 6 2 4 

1902 6 2 4 

1903 6 2 4 

1904 6 2 4 

1905 7 3 4 

1906 8 4 4 

1907 10 5 5 

1908 12 6 6 

1909 12 6 6 

1910 12 6 6 

1911 12 6 6 

1912 13 7 6 

1913 16 9 7 

1914 18 11 7 

1915 31 23 8 

1916 39 23 16 

1917 40 24 16 

1918 42 24 18 

1919 44 26 18 

1920 56 38 18 

1921 65 47 18 

1922 136 115 21 

1923 200 179 21 

1924 248 227 21 

1925 452 428 24 

1926 504 477 27 


' Compiled from Federal Reserve Bulletin 
1929), Vol. XY, p. 100. 


(December, 1924), Vol, X, p. 936 ; and (February, 


was also quite rapid between 1919 and 1926. At the end of 
1919 the t^tal capital reported for all national banks operat- 
ing branches was $27,300,000; in 1924 it had increased to 
$223,700,000, and by the close of 1926 it had amounted to $335,- 
600,000. Total capital for all national banks for each of the 
three years respectively was $1,158,200,000, $1,334,836,000 and, 
$1,362,000,000. Total resources of national banks operating 
branches in the same years were $609,300,000, $4,959,300,000 
and $6,178,000,000 respectively, as compared with $22,711,- 
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300,000, $24,381,200,000, and $25,836,000,000, the latter fig- 
ures representing the total resources of all national banks in 
like years.^® Thus, it is seen that branch banking increased 
faster proportionately than the expansion of the national 
banking system as a whole. 

Brcinch banking in the State banking systems, 1863-1926 

Although existing almost from the very beginning of the 
country’s history, it is only comparatively recently that the 
growth of branch banking among State banks has taken on an 
important aspect. For one reason or another, the number of 
State banks declined sharply during and immediately after the 
Civil War. As indicated above, in the South the majority of 
the older State institutions went out of existence, either be- 
cause of the ravages of war or as a result of voluntary liquida- 
tion to avoid entering the national system. Meanwhile, a ten 
per cent tax on the note issues of State chartered banks was 
placed in effect in 1865, and this served to further deplete 
their ranks.^'^ In consequence. State banks decreased in num- 
ber from 1562 in 1860 to 247 in 1868, After 1870, however, 
activity was again manifested in the growth of these 
institutions.^® 

Concurrently, branch banking among the State banks be- 
gan to make itself felt again. That development in the ensu- 
ing three decades was relatively slow is evident from the fact 
that at the beginning of the twentieth century there were less 
than fifty branches of State chartered institutions. During the 
decade 1900-1910, development of the branch movement un- 
der State charters was likewise rather unimpressive, an in- 
crease of only 262 branches having been recorded. From 1910, 
however, growth was much more pronounced and during the 
period to 1920 the number more than tripled, 996 branches in 
1920 comparing with 317 in 1910. By 1926, a total of 2,273 
branches of State banks were in existence. The table presented 
below outlines development from the time of the Civil War to 
1926. 

Re^rt of the Comptroller of the Currency for 1919, 1924, and 1926. 

S. D. Southworth, op, cit,, p. 17. 

G. E. Barnett, op, cU,, pp. 11-12. 
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TABLE XLVI 
State Bank Branches^ 

1865-1926 


In Outside 

Year Total Home City Home City 

1865-69 1 •• 1 

1870-74 3 2 1 

1875-79 3 2 1 

1880-84 3 2 1 

1885-89 6 3 3 

1890-94 20 7 13 

1895-99 53 16 27 

1900 55 22 33 

1901 65 27 38 

1902 89 45 44 

1903 114 59 55 

1904 142 70 72 

1905 159 77 82 

1906 213 100 113 

1907 240 111 129 

1908 263 136 137 

1909 293 145 148 

1910 317 155 162 

1911 348 171 177 

1912 403 201 202 

1913 446 229 217 

1914 489 260 229 

1915 534 283 251 

1916 587 315 272 

1917 656 358 298 

1918 712 387 325 

1919 813 455 358 

1920 996 591 405 

1921 1146 690 456 

1922 1166 885 581 

1923 1782 1024 658 

1924 1847 1190 657 

1925 2193 1413 780 

1926 2273 1451 822 


^Compiled from Federal Reserve Ihillctin (December, 1924), Vol. X, p. 936 ; and ibid. 
(Alay, 1927), Vol, XllI, pp. 387-.I88. 

The largest number of branches in any one State was in 
New York. This was probably attributable to the expansion 
activities of the large New York City institutions. This, of 
course, is what would be expected under a system of local 
branch banking, and probably was not confined to New York 
City alone. Growth in the number of branches operated and 
total resources of institutions with branches was probably the 
most marked in important cities where the larger financial 
institutions expanded in the hope of reducing overhead ex- 
penses or increasing the volume of business. Development of 
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branches or branch offices had, by 1926, become noteworthy 
in the States of California, Pennsylvania, Massachusetts, 
Michigan and Ohio as well as in New York. The geographical 
distribution of branch banks in the United States, as of De- 
cember 31, 1926, is shown in the following table: 

TABLE XLVII 

Number of Banks Opeiuting Branches and Number of Branches by States ^ 

December, 1926 


State 

Banks 


(States arranged in order, according to 

Operating 

Number of 

number of banks reporting branches) 

Branches 

Branches 

New York 

105 

507 

California 

88 

668 

Pennsylvania 

83 

127 

Massachusetts 

78 

132 

Michigan 

68 

397 

Ohio 

52 

227 

Louisiana 

40 

104 

North Carolina 

40 

74 

Virginia 

37 

59 

Maryland 

36 

114 

Maine 

24 

53 

Georgia 

22 

38 

Tennessee 

22 

56 

New Jersey 

13 

20 

Mississippi 

11 

25 

District of Columbia 

10 

20 

Rhode Island 

9 

27 

Arizona 

7 

22 

South Carolina 

7 

25 

Wisconsin 

7 

9 

Alabama 

5 

19 

Delaware 

5 

15 

Washington 

5 

7 

Indiana 

4 

8 

Kentucky 

4 

12 

Arkansas 

2 

3 

Minnesota 

2 

6 

Nebraska 

2 

2 

Oregon 

1 

1 

Florida 

. . 

. . 

New Hampshire 




Total 789 2,777 

' Federal Reserve Bulletin (May, 1927), p. 386. 


The McFadden Amendment to the National Bank Act 

Now that the development of branch banking in both the 
national and State systems has been discussed up until the 
enactment of the McFadden Act, it seems timely to dwell 
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briefly upon this legislative enactment. For a number of years 
prior to 1924, the year in which the Bill was first introduced 
into Congress,*® there had been a continued shifting from the 
ranks of national banks to State-chartered institutions, so that 
the national system was being depleted to an alarming ex- 
tent.^® This movement was particularly noticeable among the 
larger New York banks, the reason being that the national 
banks were more or less at a disadvantage in comparison with 
the deposit-drawing ability of the State banks, with their 
branches conveniently located in the suburbs.^* It was there- 
fore evident that remedial legislation was imperative, as a 
further crumbling away of the national system would nat- 
urally mean a weakening of the Federal Reserve System."* 
Since 1915, the Federal Reserve Board had continually urged 
protection for the national institutions in the matter of branch 
operation.*® 

To be sure, there were certain ways in which national 
banks could carry on branch activities — of a sort. Additional 
ofiices could be established under the Comptroller’s ruling; a 
national bank could convert into a State bank, acquire 
branches, and then re-convert into a national institution; 
group banking could be practiced; or a national institution 
could consolidate itself with a branch organization under 
State charter. However, these subterfuges did not suffice to 
meet the situation. Strenuous efforts being made to rectify 
matters finally took form in the McFadden Bill the main 
purpose of which was to enable national banks to compete 
fairly with State banks and to establish a national policy 
with respect to branch banking.*^ 

A peculiar circumstance attending the discussion of the 
Act while it was under consideration in Congress was the fact 
that it was denounced by the anti-branch bank element as a 
branch banking biU, and attacked as an anti-branch banking 

W. Collins, op. cit., p. 82. 

Report oj the Comptroller of the Currency (1924), p. 12. 

23 For a complete resume of the policy of the Federal Reserve Board on 
the branch bank question, see Hearings, pp. 437-442. 

2* C. W. Collins, op. cit., p. 83. For an extended treatment of the McFad- 
den National Bank Bill in its formative stages, see C. W. Collins, Chapters 
8 and 9, pp. 82-109. 
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bill by the opposite forces.®® The first contingent felt that the 
bill was dangerous, not only because of the privilege it gave to 
national banks to open additional branches within certain 
restrictions, but even more because of the fear that future 
extension of the movement into wider territory would result. 
Supporters of branch banking were not satisfied with the Act, 
claiming that it did not go far enough.®® However, there was 
a feeling among certain other interests that while it was an 
anti-branch banking bill, the main purpose was to place the 
national banks on a parity with State institutions, so that the 
measure received favorable action on the strength of these 
tenets.®^ 

Whatever the interpretations placed upon the purpose of 
the Act during its formative stage, the outcome was, in effect, 
a sort of truce between the interests at issue on the branch 
bank question. Notwithstanding the respite between the op- 
ponents and proponents of the theory and practice of branch 
banking, the McFadden Amendment to the National Bank 
Act in its final form said nothing about the number of 
branches which a State bank may establish, provided the in- 
stitution is not a member of the Federal Reserve System. It is 
clear, therefore, that it failed to place national and State sys- 
tems on an equal basis with respect to the establishment of 
branches. 

The provisions of the Act with reference to branches of 
national banks may be summarized as follows: 

(1) National banks were permitted to continue all branches which 
were in lawful operation when the Act was approved. 

(2) State banks which converted into or consolidated with national 
banks were also allowed to retain any branches which they had 
in lawful operation on the date the Act became law. 

(3) Any national bank which had continuously maintained and 
operated not more than one branch for a period of more than 
twenty-five years immediately preceding February 25, 1927, 
was permitted to continue operating such branch regardless 
of the legality of the establishment of the branch or of the 
maintenance of it prior to the time the Act became law. 

*“See S. D. Southworth, op. dt., pp. 163-169; and C. W. Collins ov. cit . 
pp. 87-89, 95-98, and 111-120. 

^’’Hearings, p. 643. 
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(4) Where two or more national banks entered a consolidation, 
such consolidated national bank would be permitted to retain 
and operate any and all branches of any one of the constituent 
national banks which were in lawful operation on February 
25, 1927, 

(5) The Act prohibited any bank from becoming a national bank, 
unless and until any forbidden branches established after 
passage of the Act had been relinquished. 

(6) National banks were authorized, upon approval of the Comp- 
troller to establish and maintain branches only within the lim- 
its ol the city where the head office is located, in such States 
as permit branch banking under their own laws, but subject to 
certain restrictions as follows: 

(a) no branches may be authorized in cities of less than 25,000 
inhabitants 

(b) one branch is allowed in cities up to 50,000 population 

(c) no more than two branches are allowed in cities up to 
100,000 population, and 

(d) above the 100,000 population limit, discretion is to rest 
with the Comptroller of the Currency.^® 

Provisions of the Act pertaining to State members of the 
Federal Reserve System are essentially similar. They are sum- 
marized as follows: 

(1) All branches in lawful operation upon passage of the Act could 
be continued. 

(2) No extra-city branches could be established subsequent to the 
time the Act became law. 

(3) If allowed under State law, new intra-city branches could be 
established, these not being subject to the population limita- 
tions affecting national bank branches. 

(4) A State bank applying membership in the Federal Reserve 
System would be required to relinquish branches established 
subsequent to approval of the Act. 

(5) The privilege of establishment of foreign branches by State 
member banks was denied under the Act.^® 

The effect of the Act therefore was to permit the establish- 
ment of branch banks to members of the Federal Reserve Sys- 
tem in States where branch banks are permitted by State law, 
but in any event, limiting such branches strictly to city limits 
of cities in which the parent institutions are located. It is of 

28 M cFadden Act, Section 7. 

^^Ibid. 
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considerable importance to note, also, that not only did it for- 
bid national banks and State member banks to establish new 
branches outside of the prescribed hmits, but also prohibited 
any bank from becoming either a national bank or a State 
member bank without first relinquishing any such forbidden 
branches established after the date of approval of the Act. 

Despite the sudden and substantial gain in national bank 
branches in the months immediately following the enactment 
of the McFadden Bill, expansion of branches during the entire 
period from February 25, 1927, to December, 1930, was only at 
about the same rate as was witnessed prior to passage of the 
Act.®® In fact more banks have forsaken national charters for 
State charters than vice versa, and this unfavorable shifting 
of banks and banking resources has probably been a further 
source of disquietude to all interested in preservation of the 
integrity of the national banking system and the Federal Re- 
serve System. Since the passage of the McFadden Act, total 
resources of the 377 national banks transferring to State char- 
ters approximates $3,400,000,000, while total resources of the 
181 State banks coming into the national system has only 
been about $2,700,000,000.®^ 

Passage of the McFadden Act raised some question among 
the banking fraternity as to whether State members of the 
Federal Reserve System in States permitting branch banking 
would elect to remain as members, relinquishing their right to 
extend further their inter-community branches, or to with- 
draw and be free to expand as they might see fit, subject only 
to the limitations of the State law. It should be remembered 
in this connection that interests identified with the larger 
California branch systems contested Section 9 of the McFad- 
den Act very aggressively.®® However, with the exception of 
the United Security Bank & Trust Co., of San Francisco, the 
more important branch organizations elected to remain as 
member banks. California’s premier branch organization, the 
Bank of Italy, immediately took out a national charter after 
it was seen that the McFadden Bill was ready for final signa- 

®oAlso see Hearings, p. 1024. 

81 Ibid., pp. 255-256. 

82 C, W. Collins, op. cit., pp. 88-89, and 111-121. 
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ture by the President, while the Pacific Southwest Trust & 
Savings Bank of Los Angeles, another extensive branch 
organization, also nationalized. The latter was later merged 
into the Los Angeles-First National Trust & Savings Bank, 
which in turn consolidated with the Security Trust & Sav- 
ings Bank to form the Security-First National Bank.®* The 
effect of the Act in California has been summed up in an offi- 
cial report as follows: . . thus far the McFadden-Pepper 

Act of February, 1927, which defined the branch banking 
powers of all member banks, appears to have influenced the 
direction, but not the rate of growth of branch banking. Re- 
flecting this influence, the increase in number of branch banks 
in the Twelfth Federal Reserve District in 1928 was largely 
outside of the Federal Reserve System.” 

No uniformity exists with respect to the laws governing 
the establishment of branches by national banks. In those 
States that permit State-wide branch activities, national banks 
are still prohibited from operating branches outside the city 
limits of the head office. Where branch banking is prohibited 
by State statute, the national institutions are not given the 
right to establish branches, even on intra-city lines. In this 
connection, it may be observed that the national banks of 
such important cities as Chicago, St. Louis and Kansas City 
must necessarily be unit banks, in contrast with the more 
equitable branch privileges of the national banks in the branch 
banking States. Considering the obvious disadvantage at 
which national banks still operate, it is not difficult to under- 
stand the very material decline in the proportion of national 
banks in existence during the past decade. In 1919, 44.8% of 
total banking resources of the country were found under na- 
tional charters, but by 1930 this proportion had declined to 
39.8%, the remainder being represented by State institu- 
tions.®® 

Present-day developments in Congress with respect to our 
banking system, as well as events that have transpired since 
passage of the Act testify to the fact that a settlement of the 

‘**3 Hearings, p. 459. 

Report of the Federal Reserve Bank of San Francisco (December, 31, 
1928), p. 6. 

3® Also see Hearings, pp. 255-256. 
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branch bank question has not been effected. The McFadden 
Act may therefore be characterized as a failure, insofar as it 
has failed to solve this problem and also because it has not 
enabled the national banks to fairly compete with State banks. 

Development from February, 1927, to June, 1930 

From February 25, 1927, until June, 1930, there was a net 
increased of 38 in the number of branch bank systems and a 
net increase of 718 in the number of branches in operation. 
Most of the increase represented branches located in head- 
office cities, the number of which increased from 1,929 to 
2,470. The number of branches located outside of head-office 
cities grew from 971 to 1,148. The annual increase in the num- 
ber of branches has averaged over 205.®® Although there were 
206 banks operating branches in June, 1930, that had no 
branches whatever when the McFadden Act became law, there 
was a net increase of only 38 in the number of branch systems 
from the time of passage of the Act. This was due to the fact 
that 138 branch systems went out of existence through merger 
with other banks, 17 suspended operations and 30 abolished 
their branches. Of the 30 banks that abolished their branches, 
27 had only one branch each and 3 had 2 branches each. 

Of the 2,902 branches that were in operation on February 
25, 1927, 230 went out of existence, 197 having been discon- 
tinued or rherged with other branches and 33 going out of 
existence following the suspension of the parent bank. There 
was a gross increase of 942 in the number of branches, of 
which 542 were estabhshed de novo and 400 were independ- 
ent banks that were purchased and converted into branches.®'^ 

The number of branches operated by national banks and 
by State bank members of the Federal Reserve System was 
materially affected by the nationalization of a number of 
large branch bank systems in Cahfornia, either directly or by 
merger with existing national banks. These include the Bank 
of Italy, San Francisco; the Pacific Southwest Trust & Sav- 
ings Bank, Los Angeles; and the Security Trust & Savings 
Bank of Los Angeles, which had a total of 425 branches when 

Federal Reserve Bullelin (December, 1930), p. 813. 
fjbid. 
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Number of Branches op Banks in Operation ^ 
1865-1929 



^Federal Reserve Bulletins (December, 1924), p. 935; ibid. (May, 1927) p. 316, and Hearings, 
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the McFadden Bill was enacted. Therefore it is found that 
largely because of this fact the number of branches of national 
banks increased from 390 on February 25, 1027, to 1,041 by 
June 30, 1930, while the number of branches of Slate bank 
members declined from 1,560 to 1,308 in the same period. 
There was also an increase in the number of branches of non- 
member banks from 950 on February 25, 1927, to 1,209 as of 
December 31, 1929.®® 

That the development of the larger and more important 


TABLE XLVIII 

Principal Branch Systems ^ 


Niiinbor of brant'hcs 


Location and name of parent bank 
Bank of Italy National Trust & Savings Associ- 
ation, San Francisco 

Bank of America of California, Los Anjiolos^.. 

Security-First National Bank, Los Am^oles 

Pacific Southwest Trust & Security Bank, I.os 

Angeles 

Security Trust & Savings Bank, Los Angeles... 

California Bank, Los Angeles s.. 

Merchants National Trust & Savings Bank, Los 

Angeles 

Citizens National Trust & Savings Bank, Los 

Angeles 

American Trust Co., San Francisco 

Peoples- Wayne County Bank, Detroit 

Peoples State Bank, Detroit 

Wayne County Home Savings Bank, Detroit. 

First National Bank, Detroit 

Peninsular State Bank, Detroit 

Corn Exchange Bank, New York City 

Bank of Manhattan Trust Co., New York City 

Manufacturers Trust Co., New York City 

National City Bank, New York City 

Public National Bank, New York City 

Bank of America N. A., New York City 

Cleyeland Trust Co., Cleyeland 

Marine Trust Co., Buffalo 


Feb 25, 1027 
278 2 


98 

40 

45 

34 

24 7 
92 
8 

46 
45 

2 

29 

62 

40 

14 

18 

27 

7 

52 

32 


Jan 1, 1930 

287 

160 

139 


56 


31 

94 

94 

8 

8 

330 

31 

67 

64 

459 

37 

33 

340 

57 

33 


* JTearinos, p. 401. No later data available. 

* This was a State member on February 25, 1927. It merf^ed with the B.nnk of America, 
N. T and S. A , in November, 19.30. 

* Not members of the Federal Reserve Sj^tem. 

* This branch system is the result largely of merprers of smaller branch systems, and 
the purchase and conversion into branches of many unit banks. 

® The Security-First National Rank is the successor of the First National Bank, the 
Pacific Southwest Trust and Savings Bank of America of California. 

® Absorbed by the Bank of America of California. 

^ This was a non-member bank on Febru.arv 25, 1927. 

® The Peoples-Wayne County Bank resulted from the conversion of the Peoples State Bank 
and the Wayne County and Home Savinjys Bank 

* Increase in the number of branches due largely to the absorption of other branch 
systems. 


••Ibid. 
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branch systems since the enactment of the McFadden Bill has 
been inconsiderable is evident from the fact that the number 
of banks with 30 or more branches had grown from 12 as of 
February 25, 1927, to only 19 by June, 1930. In addition to 
these 19 major branch systems, there were 41 banks operating 
from 11 to 30 branches and 38 other banks operating from 6 to 
10 branches. More than one-half of the branch systems, how- 
ever, had only one branch each, while 144 had only two 
branches and 132 had from 3 to 5 branches.*® The table 
on page 291 shows the principal branch systems in oper- 
ation both on February 25, 1927, and January 1, 1930, and 
the disposition made of those systems which were in opera- 
tion when the McFadden Act was passed, but have since been 
merged into other organizations.*® 

Principal branch banking States 

As has been indicated above, the branch banking area in- 
cludes most of the Eastern States but very few of the South- 
ern, Middle Western and Western States. The growth of the 
movement has been retarded by restrictive legislation and the 
area in which it is practiced has not changed materially in 
recent years. State-wide branch banking has, of course, had its 
greatest development in California, but has also developed to 
a considerable extent in Maryland, North Carolina, Rhode 
Island, South Carolina and Virginia. The other States included 
in the principal branch banking area are those in which the 
establishment of branches is restricted as to location. Chief 
among these are New York, Michigan, Ohio, Pennsylvania, 
Louisiana, New Jersey and Massachusetts. Of the 3,618 
branches in operation at the end of June, 1930, 1,308 were 
located in 9 States in which State-wide branch banking is per- 
mitted by law or implication, 2,257 in the 12 States in which 
the operation of branches is permitted, but restricted as to 
location, and 52 in 8 States in which the further extension 
of branch banking is prohibited by law. While branches are 
in operation in 30 States, the great majority of them are 
located in a relatively few States. In fact two-thirds of the 

Federal Reserve Bulletin (December, 1930), p. 813» 

Hearings, p. 460. 



TABLE XLIX 

Banks Operating Domestic Branches by States ^ 


June 30, 1930 


States 

Number op Banks 
Operating Branches 

Number of Branches 

Total 

Na- 

tional 

State 

Mem- 

ber 

Non- 

Mem- 

ber 

Total 

Operated by — j 

Location • 

Na- 

tional 

Banks 

State 

Bank 

Mem- 

bers 

Non- 

Mem- 

ber 

Banks 

In 

Head 

Office 

City 

Out- 

side 

Head 

Office 

City 

Total 

. . 

817 

165 

169 

483 

3,618 

1,041 

1,308 

1,269 

2,470 

1,148 





STATE 

-WIDE BRANCH BANKING PERMITTED 



Total 


218 

35 

19 

164 

1,308 

512 

186 

610 

461 

847 

Arizona 


10 


1 

9 

27 


11 

16 


27 

California 


53 

12 

4 

37 

853 

469 

104 

280 

30i 

552 

Delaware . 


7 


2 

5 

13 


2 

11 

3 

10 

District of Columbia 

12 

6 


6 

25 

12 


13 

25 


Maryland 


31 

3 

2 

26 

129 

8 

24 

97 

70 

69 

North Carolina 


36 

2 

2 

32 

84 

3 

7 

74 

12 

72 

Rhode Island 


12 

2 

4 

6 

36 

2 

26 

8 

16 

20 

South Carolina 


11 

2 

1 

8 

71 

6 

1 

64 

7 

64 

Vermont . 


7 



7 

10 



10 


10 

Virginia . 


39 

8 

.3 

28 

60 

12 

ii 

37 

27 

33 



branches behtricted as to location 

Total . 


575 

121 

145 

309 

2,257 

511 

1,113 

63.3 

1,982 

275 

Georgia . , 


16 

4 

4 

8 

42 

21 

7 

11 

19 

23 

Kentucky 


10 

4 

2 

4 

31 

12 

15 

. 4 

28 

3 

Louisiana « . 


43 

1 

6 

36 

lOS 

8 

35 

65 

61 

67 

Maine 


25 


1 

21 

66 


3 

63 

7 

69 

Massachusetts 


88 

17 

15 

56 

168 

"67 

27 

74 

148 

20 

Michigan 


62 

12 

28 

22 

431 

72 

302 

60 

434 


Mississippi 


11 

1 


10 

25 

1 


24 

1 

24 

New Jersey 


57 

19 

19 

19 

106 

33 

4i 

32 

96 

10 

New York 


103 

31 

35 

37 

750 

210 

467 

73 

750 

. . . 

Ohio 


52 

7 

21 

21 

264 

13 

178 

73 

232 

32 

Pennsylvania 


76 

16 

14 

46 

194 

45 

38 

111 

185 

9 

Tennessee 


32 

9 


23 

69 

26 


43 

31 

38 



establishment op branches prohibited by law • 

Total 


23 

8 

5 

10 

62 

17 

9 

26 

27 

25 

Alabama . 


3 


1 

2 

17 


1 

16 


17 

Arkansas . 


2 



2 

3 



3 


3 

Indiana 


4 

1 

1 

2 

9 

2 

5 

2 

8 

1 

Minnesota 


2 

2 




6 

6 



6 

. . . 

Nebraska . 


2 

2 



2 

2 



2 

. . . 

Oregon 


1 

1 



1 

1 




1 

Washington . 


3 

1 


2 

6 

2 


3 

3 

2 

Wisconsin 


6 

1 

3 

2 

9 

4 

3 

2 

8 

1 



no provision in state law reoardinq branch banking * 

New Hampshire 


1 

1 


. . 

1 

1 1 

. 

. . 

1 . 

1 


1 Federal Reserve Bulletin (December, 1930), p. 814. Latest available data 

* Of the 2,470 branches located in head-office cities, 701 were operated by national bank^ 

1,177 by State bank members, and 592 by non-member banks. Of the 1,148 branches located 
outside head-office cities, 340 were operated by national banks, 131 by State bank members, and 
677 Iw non-member banks. . u i 

* Branches established prior to prohibitory legislation. Other States which have prohibited 
establishment of branches (no branches in operation) include Colorado, Connecticut, Idaho, Illi- 
nois, Iowa, Kansas, Missouri, Montana, Nevada, New Mexico, Texas, Utah, West Virginia. 

* The branch shown for New Hampshire was authorized by the Comptroller of the Currency in 
1930 upon the submission of satisfactory evidence that it had been in operation for 25 years prior 
to the enactment of the MoFadden Act. Other States which have enacted no legislation respe^ 
ing branch banking are North Dakota, Oklahoma, South Dakota, and Wyoming. No branchs 
are in operation in these States. 
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total number of 3,618 branches are in the five States of Cali- 
fornia, New York, Michigan, Ohio and Pennsylvania. Four 
other States, however, also had more than 100 branches in 
operation by June 30, 1930. These were Massachusetts, New 
Jersey, Louisiana and Maryland. 

Table XLIX gives a complete summary of the extent of 
branch banking as of June 30, 1930, in relation to its legal 
status in the various States, classified as to location of 
branches and by National, State member and State non- 
member banks. 

Principal branch banking cities 

Over two-thirds of all branch banks in operation in the 
country in June, 1930, were intra-city branches or branches 
located within the same city as the parent banks. These were 
largely confined to a few of the principal cities of the country. 
Twenty-five large banks in seven cities — New York, Detroit, 
Los Angeles, Cleveland, Boston, Buffalo, and New Orleans — 
each having 18 or more branches and all confining their 
branch activity to the city, had among them nearly 1,000 
branches, and of the nearly 900 branches operated by 16 large 
systems whose branch activities were not so limited, more than 
one-fourth were within the home-office city. 

Extra city branches, or branches located outside of the city 
of the head office, numbered 1,148, or nearly one-third of the 
total of all branches in operation in June, 1930.*^ It is interest- 
ing to note that by far the greater number of these extra-city 
branches were located in the smaller towns and cities. Of the 
1,148 extra-city branches, 634 were located in places that had 
less than 2,500 population in 1920, including 212 in California, 
57 in Louisiana, 46 in Maine, 55 in Maryland, 47 in North 
Carolina, 36 in South Carolina, 35 in Tennessee, 29 in Vir- 
ginia, 20 in Mississippi, and 97 in 15 other States. Besides 
these 634 branches located in places of less than 2,500 popu- 
lation, there were 144 branches in places that had a popula- 
tion between 2,500 and 5,000, and 92 in places with a popu- 
lation of between 5,000 and 10,000. There were 278 extra- 
city branches reported in places that had a population of 
Federal Reserve Bulletin (December, 1930), p. 813. 
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TABLE L 

Loans and Investments op All Banks and op Branch and Cii\in and 
Group Banking Systems by States ^ 

June 30, 1930 

(Amounts in Millions of Dollars) 



All Banks 
IN United 
States 
(Including 
Branches) 

Banks th^ 
TO Chains 

Operat- 
ing No 
Branches 

V.T Belong 
iND Groups 

Operat- 

IHR 

Branches 

Banks that 
Do Not 
Belong to 
Chains and 
Groups rut 

(’)PEli\TB 

Branches 

Independent 

Unit 

Banks 

United States . 

58,108 

5,122 

6,897 

18,264 

27,825 

Alabama .... 

262 

37 


8 

217 

Arizona .... 

75 

17 

1 

25 

32 

Arkansas .... 

194 

49 


2 

143 

California .... 

3,353 

190 

1,784 

849 

530 

Colorado .... 

242 

28 



214 

Connecticut . 

1,355 

72 



1,283 

Delaware .... 

166 

1 


106 

59 

District of Columbia 

243 



147 

96 

Florida .... 

213 

142 



71 

Georgia .... 

329 

42 

131 

32 

124 

Idaho 

76 

39 



37 

Illinois .... 

3,814 

1,248 


• 

2,566 

Indiana 

811 

45 

22 

26 

718 

Iowa .... 

756 

65 



691 

Kansas .... 

376 

47 



329 

Kentucky . 

529 

47 

87 

70 

325 

Louisiana .... 

396 

17 

16 

230 

133 

Maine .... 

435 

23 

57 

95 

260 

Maryland .... 

847 



318 

529 

Massachusetts 

4,296 

’ 93 

*800 

1,027 

2,376 

Michigan . . ' . 

1,982 

261 

959 

204 

558 

Minnesota 

877 

400 

181 


296 

Mississippi 

211 

12 

3 

” 27 

169 

Missouri .... 

1,183 

161 



1,022 

Montana .... 

135 

82 



53 

Nebraska .... 

334 

61 


‘”*8 

265 

Nevada . . 

37 

24 



13 

New Hampshire . 

300 



1 

299 

New Jersey 

2,405 

156 

*275 

813 

1,161 

New Mexico . 

40 

3 



37 

New York 

17,422 

199 

1,’860 

10,314 

5,049 

North Carolina . 

354 

3 


148 

203 

North Dakota 

101 

60 



41 

Ohio 

2,629 

45 

* 54 

i ,’381 

1,149 

Oklahoma 

381 

105 



276 

Oregon .... 

249 

135 


’ *1 

113 

Pennsylvania . 

5,779 

678 

*130 

1,819 

3,122 

Rhode Island . . 

540 

11 

142 

234 

153 

South Carolina 

160 

1 13 


44 

103 

South Dakota 

131 

48 

’ *32 

— 

51 


^ Compiled from data in Federal Reserve Bulletin, (Decjember, 1930), p. 816. 
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TABLE L {Continued) 

Loans and Investments op All Banks and op Branch and Chain and 
Group Banking Systems by States ^ 

June 30, 1930 

(Amounts in Millions of Dollars) 



All Banks 
IN United 
States 
(Including 
Buancues) 

Banks th) 
TO Chains 

Operat- 
ing No 
Branches 

IT Belong 
t-ND Groups 

Operat- 

ing 

Branches 

Banks that 
Do Not 
Belong to 
Chains and 
(Groups but 
Operate 
Branches 

Independent 

Unit 

Banks 

Tennessee .... 

430 

28 

148 

51 

203 

Texas 

966 

106 


.... 

860 

Utah 

159 

53 



106 

Vermont .... 

246 

1 


'“27 

218 

Virginia .... 

540 



190 

350 

Washin^on . 

455 

*145 

' 72 

1 

237 

West Virginia 

333 




333 

Wisconsin .... 

907 

*109 

144 

‘“33 

621 

Wyoming .... 

55 

21 



34 


^Ibid. 


over 10 , 000,^2 thig figure representing largely the branches 
of State-wide branch systems in California whose head- 
quarters are in San Francisco and Los Angeles, and whose 
branches extend into other large or good-sized cities such as 
Oakland, Sacramento, San Diego, Pasadena and Long Beach. 

Loans and investments of branch bank systems 

The 817 branch bank organizations of the United States at 
the end of June 30, 1930, had 3,618 branches which repre- 
sented about 17 per cent of the nation's total banking offices. 
Aggregate resources of these branch systems, as indicated 
by the total of loans and investments, were about $25,100,- 
000,000, or over 43% of the total loans and investments of all 
banks in the country. These figures included 123 banks with 
1,450 branches and loans and investments of $6,897,000,000, 
which belonged to groups and chains, so that the organizations 
of purely branch category numbered, in effect, 694, and oper- 
ated over 2,100 branches and controlled approximately $18,- 
250,000,000 in loans and investments. ’ 

Federal Reserve Bvlletin, (December, 1930), p. 813, 
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Table L shows the loans and investments of branch banks 
by States on June 30, 1930. The relation of such loans and 
investments to similar data for groups and chains, as well as 
independent unit banks and the total of all banks in the coun- 
try, is also indicated. 

There were 165 national banks that were operating 1,041 
branches on June 30, 1930, and loans and investments of these 
national bank systems probably aggregated over $9,500,000,- 
000, or about 40% of the total for all national banks in the 
country. State bank members operating branches on June 30, 
1930, numbered 169, their branches 1,308,“'® and their loans 
and investments about $9,600,000,000. There were 483 non- 
member banks, including mutual savings and private banks 
with loans and investments of about $6,000,000,000, operating 
1,269 branches.’** 

« Ibid., pp. 813-814. 



CIlAPTEli XIX 


THE BRANCH BANKING PROBLEM 

The chief considerations involved 

The branch bank problem now resolves itself into two 
questions; (1) a consideration of advantages and disadvan- 
tages; and (2) the geographical extent to which future branch 
developments should be permitted. In other words, should 
branch activities be confined within the respective States or 
trade areas, or should they be permitted without territorial 
limitations ? 

To answer these questions it is only logical that one 
should observe conditions in those countries where the cen- 
tralization of banking resources has reached a high degree of 
development. While their history and experience, as cited in 
this and the following chapter, may atlbrd a basis from which 
may be deduced certain guiding practices and principles to 
assist in arriving at a point of view, it should be admitted 
that lessons derived from foreign experiences are useful only 
within limits and that, to a very considerable extent, a study 
of what may occur subsequent to the legalization of extensive 
blanch banking in (he United States falls largely in the field 
of conjecture. 

Trade area branch banking 

The Comptroller of the Currency has stated that the bank- 
ing problem can be solved by giving national banks branch 
banking powers wdthin what he calls the “trade areas” sur- 
rounding their places of operation in all States, regardless of 
State laws dealing with branch banking.^ 

However, the question of an adequate definition of what 
constitutes the areas of economic influence referred to in this 

1 See Hearings, pp. 105-109. 

29S 



THE BRANCH BANKING PROBLEM 


299 


plan appears to be a difficult one at this time. The opinion 
may be ventured that no agency created by Congress could 
actually lay out such trade areas due to the fact that they 
would overlap. The natural flow of trade from an outlying 
geographical territory to and from a metropolitan center and 
embracing the wholesale as well as retail purchase and distri- 
bution of goods and commodities could not be determined so 
definitely. A trade area would necessarily have to have a defi- 
nite economic autonomy and it is not believed the business of 
the country could be so allocated. On the outer edges of every 
trade area there would be overlapping with other trade areas. 
There would be cities in which the business is divided between 
more than one commercial center. 

While it may be possible to define the economic provinces 
that look to Atlanta, Dallas or Denver for financial leader- 
ship, obviously such cities as Boston, Philadelphia, Cleveland, 
Chicago and St. Louis present financisU lines extending rather 
deeply into the fields of other reserve center qualifications. 
What of New York whose sphere of influence is the entire 
countiy? While the Bank of America may be allowed to ex- 
tend branches expanded throughout the great San Francisco 
trade territory, the extent of the branches permitted to a New 
York bank may be limited to that narrow strip of Connecti- 
cut, New York and New Jersey which might not be claimed 
by either Boston or Philadelphia. And in the Cleveland area, 
for instance, what shall be done with Pittsburgh, Columbus, 
Cincinnati? Furthermore, in the State of Tennessee its three 
principal cities, namely, Memphis, Nashville, and Chatta- 
nooga, all have trade areas extending into other States. The 
trade area of Spokane, Washington, extends into Idaho and 
Montana; of Omaha, Nebraska, into Iowa and Missouri; of 
Cincinnati, Ohio, into Kentucky; of Los Angeles into Arizona 
and Nevada; of Pittsburgh into Ohio and West Virginia. 

In addition to the fact that it is impossible to define a 
trade area in a precise manner it must be remembered that 
developments in methods of transportation and communica- 
tion would probably make it necessary to recast such trade 
areas from time to time, thereby further complicating the 
problem. 
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Besides, if a working plan could be arrived at, and is 
enacted into law, it should be recognized at the start that it 
will be only temporary, and before long the urge to group 
trade area branch bank systems into nation-wide groups, asso- 
ciations, or otherwise jointly controlled systems, will be the 
dominant thought. If this is recognized from the start, the 
problem of analyzing the issue of trade area branch banking 
Avill be exceedingly clarified. Temporizing with the regional 
branch bank idea is a mere compromise with the idea of 
nation-wide branches. 

The American Bankers Association expressed the opinion 
that the trade area system is not likely to gain the support of 
any large percentage of the banking fraternity.® 

Branch banking without territorial limitations 

While much or most of the discussion in the following 
chapters is of a conjectural nature, it may be worth while to 
hazard an opinion at this point as to the most advisable atti- 
tude which might be taken in connection with the develop- 
ment of banking centralization in this country. 

I'liis country is made up of a tremendous geographical area 
and composed of many sectional and economic differences. 
What may be beneficial for one region is not necessarily bene- 
ficial for others. It is possible that a type of banking which 
operates satisfactorily in one section might be unsatisfactory 
if forced on another. If this line of thinking is sound then it 
must, follow that the various types of banking should be per- 
mitte<l to develop in any part of the country in accordance 
with the requirements of industrial and business interests. 
I’liis would dispense with the administrative difficulties of 
defining trade or economic areas but would call for a relaxa- 
tion of laws with respect to the development of the various 
types which appear to offer promise of a sound development. 
For example, it would appear that branch banking should 
be allowed to develop wherever it may be profitable to de- 
velop it, assuming of course that adequate statutory and 
administrative facilities exist for supervisory purposes. It 

- Ri ])ovt of tho Economic Policy Commission, American Bankers Associ- 
ation (May, 1930), loc, ciL., p. 11. 
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would probably be desirable to permit concentration develop- 
ments to take place with as few restraints as possible com- 
patible with the best interests of the depositors, communities 
and bankers concerned. While this may sound vague, it ac- 
tually is not. The laws against branch banking should be re- 
laxed or removed entirely. Banking laws should accordingly 
be revised to provide for careful regulation of whatever form 
of banking concentration may be allowed to develop. Such a 
plan does not necessitate a relaxation as to regulation and 
supervision. Any form which cannot be efficiently supervised 
should not be allowed to develop. Within those limits it would 
appear satisfactory to permit banking to adopt either the 
unit, group, or the branch batiking system. Both banker and 
depositor would be governed by selfish interests and, left free 
to operate under stringent legislative statutes, should develop 
a system or group of systems equally satisfactory to both. 

Protective reservations in connection with this proposal 
would be: that governmental supervision be further extended 
and intensified, as stated above; that each parent bank be 
capitalized adequately to meet the responsibility of operating 
branches; and that discretion over the establishment and over 
the removal of every branch be vested in the Comptroller of 
the Currency. 

Systems of branch banking would not be expected to work 
out of or proceed entirely from New York City. In our great 
country the future would probably witness many strong com- 
mercial centers with banks fully able to exist independc'iitly 
of New York. There would be branch banking systems with 
head offices in Minneapolis, San Francisco, Detroit, C'hicago, 
Buffalo, St. Louis, Atlanta, New Orleans, and so on. 

It seems clear to the author that territorially limited 
branch banking defined by legislation would be rigid in char- 
acter and most unsatisfactory. It is able administration that 
will meet the changing requirements and will provide restraint 
when needed. It has been amply demonstrated that we cannot 
stop natural economic developments by legislation. At least 
our experience proves that all the laws we have against the 
spread of branch banking have not been able to prevent the 
growing concentration of financial power. Whenever those in- 
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terested in bringing about such concentration saw that the 
direct road leading to the realization of their ambition was 
blocked by anti-branch legislation they found that they could 
make a convenient detour via group banking which brought 
them with comparatively little trouble to the same goal. 

Furthermore, it is obvious that in the absence of restric- 
tions to the contrary it might be within the realm of possi- 
bility for a holding company to acquire stock control over 
more than one branch banking system within the same trade 
area. From a practical standpoint there would, of course, be 
many factors to be considered, such as whether it would be 
good business for the holding company to attempt such con- 
trol, whether the local branch systems would be willing to 
enter into such an agreement, and other such questions grow- 
ing out of the local situation. Nevertheless the possibility of 
such control must be admitted. 

Any attempt to weigh the merits and shortcomings of a 
branch bank system without territorial limitations must neces- 
sarily involve consideration of a number of factors. The most 
immediate aspects of the problem, however, may be grouped 
under the following heads: (a) safety; (b) mobility of funds; 
and (c) availability of credits. 

It should be observed that the various aspects of the ques- 
tion present problems of much complexity in view of the fact 
that what may happen in this country under such extensive 
systems falls largely in the field of conjecture. 

A. Safety 

Strength in a banking institution is usually synonymous 
with safety, and safety is the primary consideration in the 
interest of the public at large. The essential conception of a 
sound bank is that it serves as a safe depository of the funds 
entrusted to it by depositors. These funds may be employed 
by the bank in the most profitable way consistent with safety, 
but eventually they must be returned to the depositors. The 
most logical way to provide a safe depository is through the 
medium of an extensive branch system. Local communities 
would probably receive a greater degree of safety under an 
extensive system than under a territorially limited system 
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since the latter would not be in as strong a position to weather 
a complete or partial agricultural or industrial failure in any 
given section during one or more years. 

As regards State-wide branch banking, it is probable that 
it would be much bettor than the present unit system. Diver- 
sification of risk would be secured, particularly in large States 
like California. But all States do not possess such diversifica- 
tion, for example, the group of grain States in the West and 
the cotton States in the South. State branches would not en- 
sure safety in such a situation in the event of crop failures 
throughout these States. 

Agricultural areas 

The consideration of safety is particularly significant in the 
agricultural areas, because if a bank fails in the spring or sum- 
mer, the farmer is prevented from making his crop; if it closes 
its doors in the fall the farmer’s money is tied up with no 
available funds for another year. So it is apparent that the 
first consideration of the farmer is the safety of his bank. 

The appalling mortality record of the small unit banks 
located in purely agricultural territory has been revealed else- 
where. In the main the wholesale, colossal number of small 
bank failures can probably be charged to the unit system 
itself. The banks having limited capital, little or no credit 
with correspondent banks, with no affiliated bank to lean upon 
and with no diversity of loans — when there occurs a shortage 
or failure of crops, or when farm products are extremely low 
in price, it is inevitable that such banks under such conditions 
must close their doors. A larger and stronger unit bank would 
not be profitable at such location. Therefore, the most logical 
way to provide the proper banking service for such a com- 
munity is through the medium of an extensive branch or 
group banking system. 

In certain sections of the country suspensions have been 
the rule rather than the exception. For example, in certain 
agricultural communities of the South, failures have been 
universal, leaving these sections entirely without banking 
service.® Prohibitive legislation with respect to branch opera- 
^Hearings, p. 273. 
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tion has been enacted in the States affected. It is probable 
tliat this situation would have been largely avoided had 
branch systems been established in these areas. 

Comparison with foreign countries 

A fair measure of the desirability of branch banking, from 
the viewpoint of safety, perhaps, may be obtained by com- 
paring l)ank failures in the United States with the failure 
record of (hose countries in which the branch system prevails. 
Slatislics show that in the last twenty-five years or so, failures 
in rcprescniative branch banking countries have been far less 
serious than in the United States.'* 

Canada 

CJanada, with an agricultural population no different from 
ours and the same economic and climatic conditions, in the 
period beginning with 1900 and ending with 1928, saw the 
failure of only eight chartered banks and during the same 
])eriod llie arithmetic mean of the per cajiita liabilities of 
faik'd banks in C'anada was $0.2829,'’ while in the United 
States it amounted to $0.6925, or three times as much." Inci- 
dentally, the Canadian system has not been as safe as that of 
Great Britain or of Australia, especially since 1900,' so that if 
branch banking in any of these three countries is to bo ac- 
cepted as any sort of criterion, it becomes plainly evident that 
the American unit system is at a serious disadvantage from 
the iioint of view of safety. 

During the trying period coincident with the economic de- 
pression of 1920-1921, as indicated elsewhere, many small 
American unit banks closed their doors. There were no failures 
in C.'anada in those years. The statement has been made that 
if all C’anadian banks had been unit institutions, 80% of those 
situated West of the Great Lakes, and possibly 40% of those 
in the East, would have failed because many Canadian 
branches operated more or less consistently at a loss during 

‘ St'(' C. W. Collins, op. at., p. 4; S. D. Southworth, op. cit., pp. 209-210; 
O.stioh'nk, op. cit , ])p. 82-84. 

^ H P. Willis anti B. H. Bcckhardt, op. cit., p. 484. 

^Ibid. 

Ubid. 
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the period.® While it would appear that branch banks can be 
operated at a loss, such a statement, of course, implies the 
reservation that losses of unprofitable branches be offset by 
the profits of those operaring successfully. However, this 
reservation may readily be complied with in a nation-wide 
system of branches, such as exists in Canada, which affords 
ample protection against sectional disturbances. 

On the other hand, there have been negative arguments 
set up with respect to the question of the safety of branch 
banks in Canada. However, investigation will show that while 
there was a reduction from 24 to 10 banks in Canada between 
1913 and 1929, it was largely due to absorptions and there 
were only two failures.® Furthermore, the failure of one of 
these banks, the Home Bank of Canada in 1923, with its nu- 
merous branches, was not caused by economic conditions in 
Western Canada but by dishonesty of the management.^® 

England 

There has not been an important bank failure in England 
since 1890,*^ which is in decided contrast with the record of 
the American institutions in the same period. 

Interests opposed to the branch system point out that 
losses from failures of American banks in the period from 1863 
to 1901 were approximately 405 million dollars, or less tlian 
those arising from failures of British banks, which aggregated 
about 455 million dollars in the same period. This, howc'ver, 
is not a significant comparison, as in those years. Great 
Britain’s banking resources and her importance as a banking 
nation far exceeded the United States in this respect. It is to 
be expected that even with a system of branches, failures 
would be greater in England in that period for the reason that 
the methods and policies of conducting branch banks had not 
progressed to the point at which they operate today. There 
can be little doubt that the branch bank movement has 
strengthened the banking system as a whole.^® 

® Interview with official of Bank of Montreal. 

® H. P. Willis and B. H Beckhart, ibid , p. 327. 

C. W. Collins, op. dt., p. 2. 

B. Ostrolenk, op. cit., p. 133. 

12 Sec H. P. Willis and B. II. Bcckhart, ibid., pp. 1239-1241. 
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Australia 

Frequently anti-branch bankers support their refutation 
of the alleged supremacy of the branch over the unit system 
where strength and safety are concerned by reference to the 
numerous failures of Australian banks in 1893. In the first half 
of that year, some 15 banks with about 1,000 branches sus- 
pended payments, so that in that brief space of time a veri- 
table landmark arose in the history of Australian banking.’® 
The writer is inclined to believe that bank failures in Aus- 
tralia in 1893 could not be attributed to branch banking so 
much as to faulty management and the lack of proper regu- 
latory legislation. While it is to be admitted that competition 
between the Australian branches was excessive, an equally 
important factor was the drain on credit caused by a large 
flow of funds to Great Britain, as well as to over-extension of 
loans and accumulation of frozen assets. Another cause was 
the abnormal increase in the drawings by State governments 
of Australia upon the banks for the purpose of developing the 
country.’^ 

Failures of American branch systems 

Aside from the numerous cases of failure found in the an- 
nals of branch banking history of foreign countries, the con- 
tention exists that American branch organizations cannot 
boast of a clean record. While no national banks with branches 
failed during the nine year period from January, 1921, to 
January, 1930, a total of 41 branch bank systems among 
branch banks operating under State charters suspended. 

These branch systems operated nine branches in head office 
cities and 71 branches outside of such cities. The total de- 
posits of the 41 banks and their branches were $49,000,000, 
which is obviously an inconsiderable amount in comparison 
with total deposits of failed unit banks in the same period. 
Five of the branch systems, four of which were operating one 
branch each and one operating two branches, subsequently re- 
opened.’® Later one of the systems again closed. Of the total, 

13 IT p. Willis and B. H. Beckhart, op. cit., p. 49. 
i** Ihid., ]) 48. 

Hcanngs, p. 462. 
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29 had only one branch each, six had two branches, two had 
three branches, two had four branches, one had five branches 
and one had twenty branches.^® 

Among the failed branch organizations there were three 
Georgia banks, which closed their doors at about the time of 
the Florida debacle in 1926. Two of these were small and only 
had one branch each, while a third, the State Bank of Atlanta, 
had 30 branches, deposits of $2,805,000 and total resources of 
$4,471,000. However, it appears that the underlying cause of 
these failures was the affiliation of the banks with the Witham 
chain system which has been discussed elsewhere and the fail- 
ure of the chain due to poor management. The following table 
gives a summary of the failures of branch bank systems dur- 
ing the period 1921-1929. 


TABLE LI 

Failures of Branch IUnk Systems ' 
1921-1929 


Ye An 

Numiieu 

OF PUANCH 
l^AVK 
Systems 
Sus- 
pended 

Total 

Deposits 

Niimbeu op 

BHAVniKS IN 
Opeuation 

Huancii Systems Ubopened 

In 

Head 

llfflPC 

City 

OutHlclo 

Offiro 

City 

Nuni- 

bpr 

Doposita 

Nuinbor 

of 

Rraiicbca 

1921 . . 

5 

$10,917,000 


5 




1922 

1 ^ 

1,151,000 


1 




1923 . . 

1 

28,000 


1 




1924 . . 

4 

1,365,000 


5 

1 

$46,000 

1 

1925 

2 

2,209,000 

\ 

1 




1926 

11 

7,448,000 


33 

2 

14,000 

2 

1927 

3 

2,851,000 


7 




1928 . . 

4 

2,895,000 

1 

7 




1929 . 

10 

19,955,000 

7 

11 

1 

5,882,000 

2 

Total 

41 

$48,819,000 

9 

71 

4 

$6,742,000 

5 


^ Hearings^ p. 4(52. Latest availalilo data on failures of branch systems. 

* This liank reopened but closed again and is not therefore included with the 
reopened banks. 


From the foregoing, it is plain that the major portion of 
failures among American branch banks has been among 
those small institutions with only one or two branches, and 
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comparable in size to the average local unit bank. Further- 
more, in (,’alifornia, where branch banking is well developed, 
bank failures have been less than in the majority of other 
States, as showni by data submitted in Chapter II. 

Hence, while a study of failures in both branch banking 
and unit banking countries shows that the branch system can- 
not be regarded as a positive guarantee against failures, it is 
evident that the branch bank is less likely to fail than is the 
independent bank. In other words, there is little question but 
that a powerful branch organization offers greater protection 
as a repository of funds than does the small independent in- 
stitution. Recognizing the advantages of concentration, the 
tendency among the principal European countries has been 
tovifard concentration of the banking business with the possi- 
ble e.xception of Germany, where there are a number of small 
independent banks in addition to the major institutions. It 
is to be observed, however, that there was a large number of 
failures among these small unit banks in Germany in 1929 
and the early part of 1930.^'' 

By virtue of its size and strength, the larger branch organ- 
ization is in a better position to diversify its loans. Hence, it is 
much better eejuipped to withstand a business depression or 
financial strain than is the unit bank. A good illustration of 
what may be expected of branch banks in contrast with unit 
banks is found in the statement of a Mississippi banker who 
organized his first bank in 1890. During the panic of 1907-1908 
there were 60 bank failures in Mississippi. In the 20 years that 
followed an additional 30 failures brought the total up to 90, 
while in the entire time there was not a single branch bank 
failure on record.’® 

As an essential adjunct to strength, the resources of any 
large branch system constitute a veritable guaranty fund 
where a single branch is concerned, and the guaranty fund in 
this instance is eminently more successful than has been the 
case of guaranty funds provided by certain Middle Western 
States in the past. 


Hearings, p. 236. 

J. Thoiifis, “Hranch Banking in Mississippi,” Texas Bankers Record 
(June, 1929), Vol. XII, No. 6, p. 49. 
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B. Mobility of funds 

It is one of the marked advantages of a nation-wide sys- 
tem of branches that a shifting of funds may take place from 
those parts where there is an excess of deposits, where deposits 
are not absorbed entirely by local credit needs to other sec- 
tions which need credit and are not able to finance themselves. 
This is one of the admirable qualities of the Canadian bank- 
ing system and has meant much as a factor in the develop- 
ment of the grain provinces.'® To some extent funds are 
shifted about in the United States and yet in a relatively 
crude fashion when compared with the ease in the mobility 
of funds in Canada. Interior banks borrow from their cor- 
respondents in the East or in large ceiiters or from the Federal 
reserve banks to meet seasonal and on occasion cyclic needs. 
But the borrowing unit banks cannot be financed continu- 
ously to meet the constantly growing needs of a developing 
community, as may the branches of the banks in Western 
Canada whose loans may for a long period exceed deposits.®® 
To an old, wealthy and long-e.stablished commuaiity as is the 
State of Massachusetts, it would be of relatively little value.®' 
The local loan demand is probably small and not sufficient to 
absorb the funds of the banks. With a nation-wide system of 
branches these excess funds could be shifted West. 

Diversification of risk 

It is a fundamental principle of banking that loans should 
be diversified. This can best be accomplished by permitting 
branch systems to operate without territorial limitations. Ex- 
emplification of the diversification of risk of branch banking 
on State-wide lines by reference to California branch organ- 
izations is not significant. In California, wealth is obtained 
principally from the extraordinary agricultural and petroleum 
production as well as by the migration of capital resulting 
from those who come to the State because of its mild climate. 
Compared with other States an exceptionally large proportion 
of agricultural production is exported to other States and 

See H. P. Willis and B. H. Beckhart, op. cit., pp. 412-413. 

1‘oibid. 

*1 Ibid. 
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lands, and in the production of such commodities, California 
is fortunate enough to have a near-monopoly. Hence it is too 
much to expect that branch banking on strictly intra-State 
lines would be equally successful in other States, particularly 
in those dependent to a greater extent on agricultural crops 
or one or two industries that may not be in their most pros- 
perous stages. 

There has not been in the smaller communities throughout 
the country a proper recognition of what diversification is. In 
many communities practically all of the enterprises are de- 
pendent on the results of agriculture, so that the failure of 
the crops is reflected in losses among the business institutions 
and no matter how loans are divided among the various kinds 
of business, the fact that all the businesses are more or less de- 
pendent upon agriculture, in the last analysis, means that all 
loans are dependent on agriculture, so that no real diversificar 
tion is obtained. 

An extensive diversification of loans and deposits permits 
offsetting surplus funds in one community against demand in 
another. A well proportioned branch system of banks is in a 
natural position to keep its funds employed at all times in the 
aid of productive enterprise.^* Seasonal demands for funds, 
instead of being a source of w'eakness as with a unit bank, 
would be conducive to profits in the well-managed branch 
organization. Funds accumulating in the fall at the' small rural 
branches could be profitably used by lending to dealers and 
merchants in the cities and when deposits decline and loans 
are in demand in the spring the funds flow back to the small 
brandies for the crop-making season. Hence, under a branch 
system of banks, the necessity of shifting funds in order to 
meet seasonal demands in different parts of the area is facili- 
tated, and at the same time the tendency is to remove any 
spotty situation regarding bank prosperity which may exist. 

Then there is the conventional argument that there are 
times when unit banks which are financing one type of indus- 
try acquire so many frozen loans that they cannot liquidate 
and consequently collapse, whereas a branch banking structure 
could carry these frozen assets until they could be liquidated 
22 C. W. Collins, op. dt., p. 50. Also see S. D. Southworth, op. dt., p. 105. 
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with relatively little lossr® While it might appear that crises 
have been the cuhninalion of the efforts of strong banks to 
finance weaker ones in their economic mistakes, this argument 
does not appear to have much validity in it since it is the chief 
purpose of a branch banking system to diversify and diffuse 
its risks. It seems to be a safe guess that there are more cases 
in which the diversification of banking risks and the carrying 
of frozen assets in certain communities through branch bank- 
ing has eliminated dangerous liquidations than there are cases 
in which branch banking has been responsible for serious 
collapses. 

There are many instances where small banks have had to 
close because of a run on the bank resulting from the sus- 
pension of a nearby bank, the defalcations of a bank officer or 
employee, or some unfortunate rumor in the community. A 
branch bank, under such circumstances, can reatlily and 
quickly mobilize a sufficient amount of funds with which to 
pay every local depositor, which is impossible for any but a 
branch banking system to do.“^ 

A number of unit banks, in their efforts to secure greater 
diversification of loans and bring about a greater liquidity of 
assets, have from time to time been sending a larger propor- 
tion of their available funds to the New York money market 
to an extent unknown in those with branch systems.^” This 
concentration of funds in the money market can hardly be 
called a desirable condition, and is in fact, the very thing 
which the anti-branch bankers are most prone to condemn. 

Uniformity of interest rates 

Uniformity of interest rates is also facilitated by the mo- 
bility of capital in extensive branch systems. A British com- 
mentary referring to the amalgamation of branch organiza- 
tions in England and the effect of the movement on interest 
rates made the statement that, “With the increase in the 

23 See H. P. Willis and B IT. Bockhart, op cit , pp. 313-314. 

24 Clyde Hendrix, “Limited Branch Bankinj? Best Adapted to Agricultural 
Needs,” Commercial and Financial Chronicle (October 19, 1929), Vol. 129, 

p. 101. ' 

28 B. H. Bockhart, “The Branch Banking Problem,” New York Herald 
Tribune (Magazine Section, April 20, 1930), p. 1. 
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number of branches belonging to one bank (particularly since 
the ’90’s of the last century), and the growth of associations 
of bankers, rates and charges have tended to become more 
uniform and to be reduced. This tendency has now crystallized 
into effective practice by the development of competition.” 
The Scotch branch banks maintain uniform rates throughout 
the country, both for deposits and for loans."^ It also appears 
that branch banking has lowered the rate of interest in some 
leading agricultural communities in California."'* In this con- 
nection it is well to compare the rate of interest or discount on 
standard paper in branch banking countries with the rates on 
similar paper and uiuler otherwise similar conditions as found 
in this country. Quotations show that despite the lack of 
competition in the Scotch market rates they were as low as 
in New York from 1025 to 1930, inclusive, while London 
rates were materially lower than in New York during that 
period."" Rates in most of the American cities arc usually 
well above the New York rates.®" 

Quotations do not exist for open market interest rates in 
Canada, since there is no open market. Funds arc secured from 
one bank, and I'arely, if ever, from two. Rates in the territory 
west of the Great Lakes vary from 7% to and in the 
East from 5% to G*^'. Free money in the East is shifted West 
because the l)anks are thus able to secure higher rates.®* As a 
result, interest rates in the East tend to increase while those 
in the West tend to decline. In consequence, a more uniform 
rate prevails throughout the Dominion than is found in the 
United States. The easier it is to transfer funds, the more 
uniform will be interest rates. Borrowers arc continually seek- 
ing lower rates ami competition in this way tends to reduce 
the cost of borrowing. The final result seems to be that branch 

Jost'ph Svkt's, The Amalgamation Movement in English Banking, lSi>5~ 
1024 (F. S. Kins vt Son, Ltd, Westminster, 1926), pp. 149, 106; also see 
Hearings, p. 1121 

S('c C A Phillips, Headings in Money and Banking (The Macmillan 
Co., N('w Yoik, 1916), pp. 479-484. 

I fra lings, pp. 1525-1526. 

2** Sec Reports of the Federal Reserve Board, 1925-1930. 

^t^See Federal Reserve Bulletin (June, 1930), Vol. 16, No. 6, p. 347; and 
(Dopt'inbt'v, 1929), Vol. 15, No. 12, p. 781. 

21 H. P Willis and B. II. Bcckhart, op. cit., p. 374; also see B. Ostrolenk, 
op. cit., p. 160. 
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banking lowers the rate for borrowing in Western Canada.®^ 
Certainly it does not increase interest rates, as the opponents 
of branch banking often have endeavored to prove. It has been 
stated that, “Instead of drawing funds from a locality the 
Canadian banks have pumi)ed money in — which means that 
the farmers may borrow larger amounts under lower rates of 
interest than farmers in comparable sections of the United 
States.” 

While it is evident that branch banking, by virtue of 
greater mobility of capital, induces more uniform interest rates 
over extensive areas and thus tends to lower the cost of accom- 
modations in non-metropolitan regions, it is not intended by 
this to mean that greater liberality of accommodation should 
necessarily follow. In any well-managed banking system, 
whatever its form, liberahty of accommodation is and should 
be predicated upon the legitimate and necessary needs of 
bona fide borrowers. 

By virtue of the great mobility of capital under the branch 
system, the large Canadian banks have for many years been 
able to finance the immense seasonal money demands of the 
Dominion involved in crop-seeding, crop-harvesting, lumber- 
ing and fishing, as well as security market operations without 
the fluctuation of rates for credit accommodation that occur 
in some other countries including our own.®^ 

Reduction of reserves 

Another important advantage arising from greater mobil- 
ity of capital is that extensive branch systems are in this way 
enabled to reduce the actual amount of reserves to a smaller 
margin in proportion to the total volume of business, than 
would be possible if such institutions were operating as unit 
banks,®® On the other hand, loans and discounts could be in- 
creased, which, in effect, is the equivalent of a reduction of 
reserves. In other words, the reduction in the reserve ratio 

33 B. H. Bcckhart, op. dt. 

American Banker (So])toiiibcr 18, 1929), p. 1. An address by C. R. How- 
ard, of the Canadian Bank of Conimerco, New York Agency, before the 
Seventh Annual Convention of the Pacific Foreign Trade Council. 

33 S. D. Southworth, op. cit., p. 105. 
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facilitates greater loaning power, and loaning power is un- 
doubtedly instrumental to a high degree in building up profits 
for a bank. 

Clearing of notes 

Elasticity of currency and the fluid movement of funds 
are augmented by an extensive branch system, making for 
easier credit. Banks can issue notes up to their paid-up capital 
and under the provisions in effect tcjday even beyond this. 
Elastic currency is also secured by the method and the rigid- 
ity of rules dealing with the clearing of notes. Since bank 
notes arc not money until paid out, it is to the profit of a 
bank to rid itself of all notes of other banks and circulate its 
own. Thus when a teller receives the notes of some other bank 
he immediately sends these to one of the clearing cities and 
will only pay out. his own. This rapid clearing of notes greatly 
augments the elasticity of currency and responds to the needs 
of the country.®" 

B Ostiolc'iik, ap cil , |) 138. AI^o .see Jos(*pli S 3 'kos, op. cit , pp 150-151. 



CHAPTER XX 

THE BRANCH BANKING PROBLEM {Continued) 

C. Availability of credits 

From the point of view of availability of credits an exten- 
sive branch system would probably be superior to the unit 
system. It may be urged that branch banks would make rela- 
tively few loans on character and would exact a relatively 
heavy amount of collateral for loans in contrast with what a 
local unit bank would do. However, much of the development 
today seems to be in the opposite direction; our large banks 
with branches are endeavoring to compote with the Morris 
Plan Banks and are encouraging lending on the security of 
properly endorsed promissory notes. The idea that extensive 
branch banking would curb character loans supported by two 
or more indorsements is not well founded, particularly if one 
considers that the oldest branch banking system in existence — 
the Scottish — has emphasized just this aspect of banking in 
its system of cash credits.^ 

While it may be contended that branch banking would 
lead to a restriction upon local loans,'** it is unreasonable to 
suppose that banks would make substantial investments in 
branches without any expectation of developing the business 
of the branch. This could not be done by draining the com- 
munity of its cash.^ 

Furthermore, as no financial need would be too large to be 
supplied, extensive branch systems would be in a far better 
position to finance the sound and legitimate growth of a com- 
munity than would be possible through the employment of 
local capital alone. In addition, as indicated above, such 
banks would probably be in a position to render a more ade- 
quate banking service at all times because they would be 

1 C. A. Phillips, op. dt,, pp. 479 and 484. 

2 Hearings, p. 21. 

® Ibid. 
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capable of weathering a complete or partial agricultural or 
industrial failure in any given sectioJi during one or more 
years. 

It may be alleged that funds would be withdrawn to 
metropolitan centers from smaller communities. This is im- 
probable. In Canada complaint has been made by city borrow- 
ers that head offices hnjated in the same cities have been dis- 
posed to shift their funds into country districts, in order to 
receive the slightly higher interest rates obtainable in these 
regions."' This condition has prevailed in Canada for some 
time, and in itself constitutes a rebuttal of the assertion that 
the independent banking system tends to keep funds in 
smaller cuinmunitics, while branch banking has the reverse 
effect.^ 

Mr. S. H. D)gan, General Manager of the Canadian Bank 
of Commerce, exprc'ssed the opinion that, “Any suggestion 
that the Canadian banking system involves a concentration 
of loans in larger centers to the detriment of smaller com- 
munities, is as far from the mark as can possibly be. The 
larger cetiters are of course served and well served, but the 
very essence ot successful banking in Canada is the more 
widely served entire community — agricultural, commercial, in- 
dustrial and financial— the belter for banks and the growth of 
their business. Cojicentration would mean stagnation to the 
banks of Canada as well as to the communities which they 
serve.” “ 

It cannot be said that well managed unit banks in the 
United Slates adhere to the policy of keeping their funds 
strictly at homo. Furthermore, the larger correspondents in 
the financial centers probably require that specific balances 
be maintained, so that in this respect the correspondent-unit 
system is not essentially different from the branch system. 

Loaning policy 

It has sometimes been urged as a criticism of the branch 
banking system of Canada that delays must occur in passing 


* !I. P and B. n. Rockh.art, op. cil., pp. 465-466. 

® Ibul. 

^American Banker (Soplemhcr 18, 1920), p. 1. 
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upon applications for loans by customors, owing to the sup- 
posed necessity for referring such applications to the head 
office for approval. The fact is that over 95% of the total 
number of loans in any year arc dealt with by branch man- 
agers and telephonic facilities throughout the Dominion. 
Furthermore, tliere is no delay in dealing with loans for 
amounts beyond the limits of local managerial authority.'^ 

The policy of the old Bank of Italy (now Bank of Amer- 
ica, N. T. & S. A.) with regard to loaning policy at their 
branches indicates how satisfactorilj' this large branch sys- 
tem operates in this respect. “Loans are made direct by the 
branches except in instances where the amount is unusually 
large or the branch manager wishes to secure the advice of 
the head office credit de])artment. "I'he customers of the 
branch deal with the local officers and only in extraordinary 
circumstances are they brought into contact with the head 
office departments. Each liranch has a general lending limit 
fixed by the bank’s finance committee. 

“Within this limit each branch may lend and report with- 
out previous consultation of head office. TheSe limits vary 
with the proven credit, capacity of the various branch loaning 
offices. Experience has demonstrated that the limits thus fixed 
are usually sufficient to take immediate care of the ordinary 
requirements of the branches. In other cases lines are estab- 
lished for the larger borrowing accounts, in advance of the 
time when these firms or individuals require the accommoda- 
tion for their seasonable operations. 

“As a matter of fact, after a branch has been in operation 
for a year or more, experience shows that easily 80 per cent of 
the annual commercial credits extended by the branches arc 
renewals under established lines. All applications for unfixerl 
lines of credit in excess of the lending limit of a given branch 
are promptly considered and acted upon by the proper central 
credit department and proper advice and instruction issued. 
The branch makes daily reports of all loans, and as these are 
received the credit department reviews them. 

“Pertinent comments or suggestions are then forwarded to 

’ R H Losan, “Branch Banking in Csiniula," American, Banker (Soptembor, 
18, 1929), p. 1. , J 
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the branch manager, so that the loan may be properly fol- 
lowed and collection insured at maturity. The broad funda- 
mental policies respecting credits are outlined by the general 
executive committee, an interpretation and application is then 
made by the credit department. This system permits the 
smallest branch in the organization to secure the benefit of 
the best obtainable advice and counsel on every loan that is 
made, and it also insures uniformity of policy, based on a thor- 
ough knowledge of conditions throughout the entire organiza- 
tion and the country as well.” * 

Branch Managers 

An argument which is often heard is that where branch 
banking exists, there is no sympathy with local needs.® How- 
ever, there is such a thing as a banker being too responsive 
to local applications and too much under the influence of local 
and personal appeals. This danger is accentuated because of 
competit ion. The fact that a local banker is under greater pres- 
sure from local borrowers than a branch manager, supervised 
by an outside authority, may cause the interests of depositors 
to be imperiled for the accommodation of borrowers. As dis- 
cussed elsewhere, the record of failures proves this to be fre- 
quently the case. This criticism was aimed against many of 
the banks in the agricultural districts like Iowa in the period 
during and following the agricultural inflation of 1914-1920. 
The point was made that the trouble grew out of the fact that 
credit had been extended too freely rather than that credit was 
not available. 

The contention that the branch managers are shifted about 
too frequently has been made in connection with the Canadian 
system. However, this problem appears to have been quite 
satisfactorily settled.^® Obviously an unreasonable amount of 
shifting would be unwise. 

The above arguments also appear to be somewhat offset by 
the greater managerial skill ordinarily obtainable by the large 
successful branch organization. A highly trained man could 

® Hearings, pp. 1347-1348. 

» II. P. Willis and B H Bcckhart, op, cit., pp. 166-167. 

10 Ibid., pp. 467-471. 
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render greater service than the small country banker could 
afford to employ.^^ 

Monopoly 

Bearing further on the availability of credit is the ques- 
tion of a banking monopoly should unlimited branch banking 
be permitted. The writer’s opinion is that such a development 
would not result in credit monopoly, but that competition for 
banking business would continue as keen, if not more so, than 
at present. There would undoubtedly be severe competition in 
getting business, establishing branches, and in securing de- 
posits through better service and convenience of location.^^ 

If a banking monopoly exists in Canada it does not seem 
to rebound to the pecuniary advantage of the banks.^® Inter- 
est changes are reasonable and dividends paid are lower than 
those of the national banks in the United States. Its effect, if 
such exists, on the price of credit is negligible.^* 

Investment and trust services 

The service rendered to the banking public is the criterion 
by which a banking system must be judged in the last analy- 
sis. The people want that system which, in addition to safety, 
will afford better banking services at less cost and with greater 
eflSciency. It would seem that the service rendered at country 
points by branches of an extensive system would be superior 
to that which a unit bank could give because, as stated above, 
under a system of branches all of the facilities of the head 
office are made available at each point in the system,*® each 
branch would be a department store of finance. For example, 
in addition to credit services, extensive branch systems with 
their expert investment departments would have the facilities 
for analyzing securities and consequently be in a better posi- 
tion than the unit bank in this respect. 

Hearings, p. 486. 

12 See J. F. Johnson, The Canadian Banking System. Senate document No. 
583, 61st Congress, 2nd Session (U. S. Government Printing Office, Washing- 
ton, D. C., 1910), p. 86. 

1® H. P. Willis and B. H. Beckhart, op. cit., p. 478. 

1^ Ibid. 

1® See B. H. Beckhart, op. cit., p. 1. 
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Moreover, improved trust service would be made available. 
The growth and efficiency of trust service in the Bank of Italy 
has been summarized by Mr. A. P. Giannini, as follows: 

Opportunities for spr(‘ad of the trust idea arc further multiplied 
through the practical circumstances of branch banking. For ex- 
ample, the institution with branches in many communities is able 
to provi(l(‘ for the performance* of trust functions in places that 
otherwise would not be reached. Out of a total of 105 California 
cities served by our institution, the jicople of 91, or 55% can look 
to our institution alone for s(*rvice locally in connection with their 
personal estates. In only 15% of the communities we serve are 
th(T(‘ unit banks authorized to perform trust functions. 

Corporate custonuTs, as well as individual depositors, benefit, 
through our ])lan of State-wide trust service. In California, it is 
compulsory for new corjiorations to have their stock registered by 
a trust company. A number of corporate rcgistrarshiiis arc being 
administered by our bank in communities hundreds of miles away 
fiom the larger cities. Jdk(‘wise we arc serving as transfer agents 
tor stocks and as trustees of bond issues for many companies whose 
ollic(*s are locat(‘d away from the centers of iiopulation. The signif- 
icance of this development lies in the fact that these standard 
trust functions are being performed by a financial institution that 
is al)le to guarantc'c a high degree of specialization and security in 
the iierformance of its work.^‘* 

Ex-Governor Young of the Federal Reserve Board has ex- 
pressed the opinion that there will be a tremendous oppor- 
tunity for branch banks to develop a business that will be 
profitable for many years to come, a business that the local 
bank cannot always get.^*^ It is but natural that a man of 
sound business judgment in writing his will or creating a trust 
of whatever kind, will want to do business with a bank that 
has a separate trust subsidiary or affiliate. This, of course, is 
not possible with small independent institutions.^*^ 

Whatever may be the arguments against branch banking 
in other respects, the econoinic worth of the system as a means 
toward betterment of banking facilities on a more widely ex- 
tended scale is not likely to be questioned. It would seem that 

P. Giannini, “llow Branch Bankino; Multiplies Opportunities for 
Trust Service,” Trust Company Magazine (March, 1929), Vol. XLVl, No. 3, 
p. 312. 

Hcarniy^^, p. 486. 

18 Ibid. 
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the tendency, apparently inevitable in the face of the great 
economic changes being brought about throughout the coun- 
try, would call for subjugation of local pride and assumption 
of a broader viewpoint — one that is national in sco])e. Branch 
banking is also conducive to a more extensive knowledge of 
economic and financial developments abroad, an advantage 
that is not to be gainsaid. Financially, this country is tied 
up to Europe, and the resultant problems will tend to create 
an international viewpoint when under a system of branch 
banking. Better and broader service should thus accompany 
the unlimited extension of branch banking. 

Profits 

Although branch banking organizations vary from country 
to country and from time to time, they are ordinarily able to 
show greater profits than unit banks, by virtue of decreased 
expenses, due to elimination of unnecessary personnel, of costs 
of duplicating new business departments, advertising and the 
cost of acquiring and keeping correspondents.^® As a highly 
flexible agency, it would seem the branch bank could be oper- 
ated with a minimum of overhead since the scope of opera- 
tions could be regulated in accordance with local requirements 
and hence not be burdened with the standard costs of a unit 
bank. Another economy that is seen in extensive branch sys- 
tems is that the banks covering a comparatively wide area 
would not make any charge for remitting exchange, that is, 
provided checks were drawn on some branch in the same sys- 
tem.®® 

The organization of an extensive branch system would per- 
mit the installation of centralized management of advertising, 
buying, finance, as well as management of all domestic and 
foreign arrangements. While the alleged disadvantages of ex- 
cessive size might be considered,®^ it is believed that supe- 
riority rests with large-scale methods.®® 

S. D. Southworth, op. cit., pp. 106-108, and 209-210. 

Hearings, p. 771. 

21 A. S. Dpwins, Financial Policy of Corporations (Ronald Press, New 
York, 1923), p. 31. 

22 C. W. C-ollms, op. cit., pp. 4-6. Also see S. D. Southworth, op. cit., pp. 
106-107; and Hearings, p. 1464. 
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Branch banks could afford to employ more efficient execu- 
tives,*® whose functions would be to see that the investments 
are diversified and made in accordance with sound banking 
practice, that the credit files are complete, that incompetent 
managers and employees are eliminated, and that regular 
audits are made. 

Particularly in the metropolitan areas the large branch 
organizations have demonstrated unusual stability and growth 
of earning power. Several hundred branch banks are in opera- 
tion in Greater New York and these have proved to be on the 
whole a profitable investment, if the trend of bank earnings 
may be considered a satisfactory barometer. While the cost of 
establishing and maintaining the branches may be high in 
many cases, net results are probably quite satisfactory. If 
there were no prospect of potentially greater banking profits, 
the tendency toward extensive branch systems would neces- 
sarily lose its momentum. Expectancy of greater earning 
power is a causative factor in the movement, and one which 
arises primarily from pressure exerted within and upon the 
controlling interests of the nation’s larger and more progres- 
sive banks. 

It is not alleged that all of the above advantages are en- 
tirely without certain offsetting disadvantages. Extravagance 
in the price paid for new units coming into a branch system 
would offset in many cases any theoretical savings. The profit- 
ability of branch banking may also be reduced through the es- 
tablishment of an excessive number of branches in the same 
community. Expenses of coordination and centralization 
would also decrease profits. 

The problem of examination 

It is natural to suppose that numerous practical obstacles 
face adequate and thoroughgoing examination of a large 
branch bank system. However, if it were possible to gather to- 
gether a force of men sufficiently large to make a simultaneous 
entry into each branch of the system to be examined, and 
provided the staff of examiners was thoroughly trained and 


23 B. Ostrolenk, op. cit., p. 161. 
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fully coordinated, there should be no insurmountable diflSculty 
in making a proper examination. 

Since the Bank of Italy (now the Bank of America, N. T. & 
S. A., as indicated above) is the largest branch bank organiza- 
tion in the country with close to 350 branches situated 
throughout the second largest State in the Union, and is, 
moreover, the fifth largest banking institution in the country, 
with aggregate resources of over $1,000,000,000, it would ap- 
pear that the methods employed in this institution would 
probably suflice with other branch systems of equal or greater 
importance. 

With a force of only 40 men, a comprehensive examination 
can be made.** While obviously difficult to make a simultan- 
eous entry into each branch, the procedure has been to ex- 
amine first of all the head office and a number of the larger 
branches which represent approximately 60% of the bank’s 
total assets. As fast as the examiner in charge could release 
his men they were then dispatched to the lesser branches with 
copies of the daily statements of such branches as of the date 
of current examination and of the branch manager’s own in- 
ventory of the assets of his branch as of that date. The ex- 
aminer was then under instructions to examine the branch as 
of the date he reached it, but to make a sufficient check of the 
manager’s inventory of assets as of that date. This method, 
while successful, has since been improved upon and more re- 
cent examinations differ somewhat. 

At present it appears that a consolidated balance sheet of 
the entire system is first required of the head office, which is 
examined at the same time. Branch banks carry their bond 
and securities investments at the head office, as well as 
brokers’ loans, commercial paper and bankers’ acceptances, so 
that it is possible to examine these assets at the same time. 
The examiners are then sent out to the branches with orders 
to carefully consider important changes between the state- 
ment as of the date of examination of the head office and the 
date of entry into the particular branch. This would seem to 
be as far as the examiner can go with respect to each branch. 

2^ See Hearings, pp. 134-140, for a comprehensive outline of the procedure 
of examining the Bank of Italy. 
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Factors tending to make examinations more simple than 
would at first appear are that interbranch accounts are car- 
ried through the head office entirely, while the auditing de- 
partment of the bank, usually the most efficient division of 
the institution, is a source of considerable help to the 
examiners. 

Obviously examination of an important branch system is 
not as simple a matter as examination of an independent bank. 
Moreover, it is evident that as branch systems become increas- 
ingly large, examination will become somewhat more com- 
plicated and undoubtedly it will be necessary to add to the 
number of examiners rc(iuircd. At the same time, it is to be 
expected that more efficient methods will be developed while 
greater cooperation by the executive committee of any par- 
ticular branch system, together with assistance from its audit- 
ing department should render the task less difficult. Whether 
branch hanking of the future is to be conducted on a nation- 
wide, a regional, or a State-wide basis, the element of the 
geographical extent of the system should not have an impor- 
tant bearing upon the question of examination, but rather, 
the size and number of branches included. 

At all events it has been adequately demonstrated that the 
matter of examination can be taken care of in satisfactory 
fashion, even in the case of the largest existing system in the 
country, and pre-supposing the ultimate development of 
branch organizations on an even larger scale there is no reason 
for assumption that ways and means cannot be devised to fit 
the circumstances. 

Effect of branch banking on the Federal Reserve System 

A very important question arises in connection with the 
ability of the Federal reserve banks to survive the develop- 
ment of large privately controlled reserve systems. Since the 
existence of a large number of banking units, which had no 
dependable source of help in time of need, is the primary 
reason for having a reserve system, the development of ex- 
tensive branch systems would probably have a very noticeable 
effect on the Federal reserve banks and lessen their usefulness. 

Such branch systems would possess the credit fluidity now 
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handled by the reserve banks. The effect of branch banks on 
the Federal reserve banks has been describotl as follows : “The 
head office and branches constitute a good-sized clearing and 
collection system in themselves, so that the volume of items 
sent through the reserve system diversified as to season and 
risk, one would expect the branch bank also to make much less 
of the rediscount facilities of the reserve banks than the same 
number of independent banks would do.” *® The future of the 
Federal Reserve System is somewhat bound up with the out- 
come of group and branch banking. Those who feel that the 
Federal Reserve System itself is paternalistic probably con- 
sider that the extension of the branch movement on a wider 
scale would not materially alter and might possibly improve 
the situation by decreasing the influence and power of the 
Federal Reserve Board. 

As a matter of fact the danger that grotip banking will 
adversely affect the Federal Reserve System is more realistic 
than that branch banking will do so. The Northwest Bancor- 
poration and the First Bank Stock Corporation arc said to own 
enough banks to give them the voting power to elect the di- 
rectors of the Federal Reserve Bank of Minneapolis.-® Ob- 
viously it is a very serious danger to confer on two banking 
groups the power to control the board of a Federal reserve 
bank in any district in this country. 

National banking system 

While the primary object of having extensive branch sys- 
tems is not to deal with the decline of the national system, 
but rather to strengthen our banking systems, both national 
and State, the effect would be to inject new life into the na- 
tional bank system generally, and also benefit the public as 
well as the Federal government. As indicated elsewhere, at the 
present time the McFadden Act only enables the national 
banks to meet Stale bank competition, and does not attract 
State banks into the national fold. By conferring liberal 
branch banking privileges upon the national banks, the pres- 

28 G. W. Dowrio, Monetary and Banking Policies (LonRmans, Green and 
Co., New York, 1930), pp. 40-41. 

Hearings, pp. 185-186. 
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tige of the national chapter would be restored. Comptroller 
Pole is quoted as follows: 

With liberal branch banking privileges conferred upon the 
national banks, the attractions of a national charter would be con- 
siderably enhanced, and while there would, of course, be no com- 
jmlsion upon the State banks and trust comiianies to become na- 
tional banks, in the usual course of business, it is believed that the 
stockliolders of the large State institutions would find it to their 
advantage to operate under the national charter. 

From the standjioint of the (jovernment of the United States, 
the increase in the resources and strength of the national system 
as a result of the extension of branches and the conversion of large 
State banks into national, would bring into the Federal Reserve 
System a great volume of banking resources now operating inde- 
liendently, and at the same time ilcvclop an instrumentality over 
which the (lovermncnt would have complete control, and through 
which it could enforce an adequate banking policy.^' 

Merely permitting State-wide branches will accomplish lit- 
tle toward betterment of the national system in its competi- 
tive relationship with the State-chartered institutions, since 
the latter could be given powers equally as liberal. 

Rediscounting 

Since extensive branch systems could readily transfer com- 
mercial paper from one part of the country to another it seems 
logical to conclude that they should be permitted to redis- 
count at any of the reserve banks. However, since a majority 
of the extensive branch systems would probably have head 
offices in New York or Chicago, the tendency would be to 
concentrate rediscounting in these centers. This would not be 
harmful or present insurmountable difficulties since the Fed- 
eral Reserve System has already brought about a substantial 
centralization of money in New York and Chicago. 

Effect on imit banking 

It is alleged that it is not possible for independent unit 
banking systems to exist in conjunction with branch banking 
systems operating without territorial limitations. 


27 Hearings, p. 1026. 
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While experience in Canada and England indicates that 
this contention is true, it does not necessarily follow that sim- 
ilar results would be experienced in the United States. The 
three limitations or conditions under which branch systems 
should operate, as outlined elsewhere, make it very unlikely 
that a unit bank would be forced into a receivership through 
the establishment of a de novo branch for the reason that no 
Comptroller of the Currency would sanction it. In spite of the 
fact that bank stock is a commodity with a market value and 
if a stockholder wishes to sell to a branch system that is his 
right under the ordinary law of contract, it is inconceivable 
that any Comptroller of the Currency, the proceedings of 
whose office are important public records, would ever lend his 
high responsibility to aid of a branch bank unfairly to drive a 
local bank out of business.®* However, unit banks will fre- 
quently exist parallel with group banks and face severe com- 
petition from them. 

Effect on g^oup banking 

The enactment of legislation permitting branch banking 
without territorial limitation would probably cause the con- 
version of many groups into branch systems. Branch bank- 
ing should appeal to group officials since, as indicated else- 
where, it permits of much more economical operation, less 
overhead aiid simpler forms of administration. 

However, as discussed above, since prohibitive branch 
banking statutes arc only the primary and not the sole factor 
responsible for the development of group systems, certain of 
these organizations may see fit to retain their present status, 
which might be described as a deflected form of branch bank- 
ing, particularly in the event present branch banking statutes 
are only slightly modified. 

Conclusion 

It appears therefore that an extensive branch banking sys- 
tem would be desirable because of greater unity of policy, 
approximate uniformity in regional interest rates, larger capi- 


** Hearings, p. 1026. 
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tal behind each office, the ease of shifting funds to where they 
are most needed, the ability to mobilize reserves for the gen- 
eral benefit, and smaller overhead cost. 

Moreover, it has been pointed out that the strength of a 
branch banking system is not so readily felt, if the system be 
confined to a single community or even to a single State, 
where crop failure or serious economic disturbance would react 
disastrously to the system. Furthermore, there are no argu- 
ments in favor of State-wide branch banking that do not apply 
with greater force to the establishment of the system on a 
nation-wide basis. Limiting the extent of branch banking sys- 
tems to a single State, would simply retard their scope and 
prevent the building up of the strongest system of banking. 

If future legislation in this country is not sufficiently com- 
prehensive as to preclude the possibility of permitting con- 
centration on a nation-wide basis without any restriction 
whatever, the group system of banking will be utilized to co- 
ordinate the operations of a number of banks. It has been indi- 
cated that while h'gislation can constitutionally be enacted 
giving the Comptroller of the Currency permission to super- 
vise and regulate group systems, there is no likelihood of Fed- 
eral legislation completely prohibiting them. Therefore as long 
as the latter are in a position to operate over extensive areas, 
it would seem that branch banking should be permitted on 
the same basis, in view of the more desirable features asso- 
ciated with the latter. 

There will not be a rush for branches by national banks 
with resulting over-expansion and confusion any more than 
under the McFadden Act. The rush for branches under this 
Act, prophesied by many of the opponents of the measure, 
failed to materialize, because of the incorporation in the act 
of the same provision that has been recommended above to 
the effect that no branch can be established without the ap- 
proval of the Comptroller of the Currency.^® This discretion- 
ary power lodged with the Comptroller will enable him at all 
times to require a branch system to develop in an orderly 
manner. 

It has also been indicated above that Congress has never 

Hearings, p. 1026. 
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adopted a definitely hostile policy toward the branch bank 
movement. The amendment to the National Bank Act passed 
in 1865 permitted State banks when converting into national 
banks to bring their branches into the national system. Fed- 
eral reserve banks are permitted to establish branches. Na- 
tional banks with a capital and surplus of $1,000,000 or more 
and having secured the assent of the Federal Reserve Board 
are permitted by law to establish branches outside of the 
United States in any part of the world. 

Furthermore, under the Consolidation Act of 1918, two or 
more national banks with branches which had been carried 
over from their State charters could merge into a large bank, 
even if the system of the new organization covered the entire 
State. Branch bankmg systems for particular purposes were 
also authorized when Congress provided for the establishment 
of postal savings banks, joint-stock land banks. Federal inter- 
mediate credit banks and the War Finance Corporation. And 
finally the McFadden Act legalized branch banking for na- 
tional banks on an intra-city basis in such Slates as gave hke 
privileges to State chartered institutions. The McFadden Act 
will not be the last word in this matter in view of the fact 
that legislation must be enacted to meet problems presented 
by banking concentration. 

Hearings on branch, chain and group banking, which were 
conducted by the House of Representatives Committee on 
Banking and Currency in the second session of Congress, are 
completed and will not be continued in the third session. But a 
similar investigation is being made by a subcommittee of the 
Senate Banking and Currency Committee, under the chair- 
manship of Senator Glass, which is also including the opera- 
tions of the Federal Reserve System, and banking and credit 
conditions generally. It will continue during the next session 
of Congress, and during recesses as well. 

Unfortunately the branch banking discussions before this 
subcommittee have contributed little new on a subject which 
now has been under discussion for many years. Senator Carter 
Glass advocates State-wide branch banking in States where 
State banks have that privilege. Owen D. Young would limit 
branches within the limits of a Federal reserve district. 
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Others would limit it to a city or, at most, to a metropolitan 
area. And, as indicated above, Comptroller Pole favors trade 
area branch banking. 

The hearings are not attracting any great attendance. 
Since no government officer is being charged with fraud or 
misconduct, the procedure lacks what might be termed a dra- 
matic atmosphere. Nevertheless, it is of vital significance to 
the pocketbook of every member of the present generation, 
as well as future generations. 

It is probable that when Congress acts in the matter two 
years or more hence it will adopt legislation far more radical 
than would have been thought possible two or three years ago. 
While the outstanding problem is the extent to which branch 
banking powers should be permitted to national banks, it is 
likewise concerned with developments in chain and group 
banking, with a view to determining what Federal enactments, 
if any, should be adopted with reference to these instruments 
of banking concentration. 

The two Congressional investigations coupled with the re- 
port of the committee of the Federal Reserve Board, which is 
studying the banking concentration problem, will probably 
form important parts of the foundation for coming legislation. 
According to the Comptroller of the Currency: “If the rate of 
increase within the next twenty years equals that of the last, 
by 1948 the aggregate banking resources of the United States 
will exceed $240,000,000,000.” If this forecast should be rea- 
sonably accurate, then it appears that we are facing a genuine 
development in banking concentration. 

W. Polo, “Sciontific Methods Must Replace Old-Fashioned Banking,” 
American Batikcrs Aanucialion Journal (April, 1929), Vol. XXI, No. 10, p. 971. 
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distinguished from, 76-77, early de- 
velo]>ment of, 90-93; ongin of con- 
teinporarv, 95-98; oNpansion of, 110, 
112, 113; competition among, 127- 
30; dev(‘lo])ment of, 136-39; ac- 
counting as])('cts of, CliajitiT X; 
rightly subu'ct. to Federal regula- 
tions, 183. 186-87; ifi parallel case to 
railroad holding companic's as to 
Federal supervision, 187-89; discus- 
sion of ])roi)os('d F('d('ral h’gislation 
on, 189-92; State ri'strictions on 
ownership of bank and trust com- 
pany stocks by, 199-215; safety of 
investment, in, 239; mark(‘tability 
of stock of, 239-40; earnings of, 240; 
difliculty of government supervision 
of, 241-42; double liability and, 245- 
48; danger to, from inexpiTienced 
or dishoni'st management., 248-50; 
dangers in speculation by, 250-53 
Bank of Annaaca National Associa- 
tion, acquired bv Bancitaly Cor- 
jKuation, 138-39, 113 
Bank of Amc'rica National ''rnist and 
taxings \ssociation, most e\t('nsi\o 
branch banking entcTprise, 70, 134, 
136, 143; formation of, 144-47 
Bank of America of California, formed 
by Giannini interests, 141; consoli- 
dated as Bank of America N. T. & 
S. A., 144 

Bank of Italy, effect of its success in 
developing group banking system, 
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133; tlio scod from which grow the 
Tninsainonca ('orporation, 131-36, 
139-40; consolidated as Bank of 
America N. T. <fe S. A., 144; loaning 
policy of, 317-18; (rust service in, 
320; procedure of examining, 323-24 

Bank of (he Manhattan Company, 
now a hohling company, 70-71 

Bank stocks, marking up of, in merg- 
ers, 252-53 

Bankamerica Company, formation of, 
147 

Bankers Holding and Investment 
Company, an early holding com- 
pany, 91 

Bankers Finance) Comxianv, organized 
by W S. Witharn, 81-85; changed 
to Bankers Trust Company of 
Cicorgia, 85 

Bankers Investment Company, a 
bank h(»l(Hng companv, 92 

Bankers Trust (^/om])anv of Georgia, 
formation and failures of, 59, 81, 85, 
86-87 

Banking, local community, long in 
favor in U »S., 2; not regulable un- 
der commerce clause of Constitu- 
tion, 172-73; department store, 
319 

Banking-by-mail, 32 

Banking chains, classification of, 64- 
65; stock ownership of, 65-67; num- 
ber of, by state's, 93-95; present, 
contrasted with early, 96; growth 
of, 99-102; most important, con- 
trolled by banks and holding com- 
panies, 102-104; Federal Heserve 
Board statistics on, 104-105 

Banking groups, most imi:)ortant, con- 
trolled by banks and holding com- 
panies, 102-104; proiits and posi- 
tion as motives for formation of, 
132-133; suggestion to investors in, 
159; personnel in, 216-18; imxior- 
tancG of central direction of reserve 
policy in, 219-21; advantage of, in 
investment policy, 221-22; entrance 
of, into security distribution, 222- 
25; small banks in, 233-35; actively 
developing in farming sections, 236- 
37; earnings of, 240; difficulty of 
government supervision of, 241-42; 


danger of manipulation of accounts 
or resources and funds in, 253- 
54 

Baiikitaly Company of America, for- 
mation of, 139, 140 
Banks, decrease in number, with in- 
crease in resources, 14-15; excessive 
number of, 28-30; rules to follow in 
chartering nc'w, 30; proper govern- 
mental control over, 182-83; advan- 
tages to affiliated, of group banking, 
216-32; consolidation of, Chapter 
XVII 

Bec'cher, D. H., early chain banker, 
82, 83 

B('e(lv bills, for su]>ervision of bank 
holding compaiiK'S, 189, 191, 192 
Black, John W., Co., an early bank 
holding comp iny, 92 
Blair, F W , notes difference between 
gioup and chain banking, 56-57; on 
dangi'i* of manipulation of accounts 
in holding companv, 253-54 
Blair & Company, consolidates with 
Bancamcrica Corporations, 142, 268. 
Sec aho Bancamcrica-Blair Cor- 
Xiorations 

Bolter, L. M., organizer of an early 
bank holding company, 91 
Bonding, savings in, to group banks, 
231-32 

Bowery East River National Bank, 
formation of, under Bancitaly Cor- 
poration, 137; absorbed by Bank 
of America N. A., 139 
Branch, definitions of, 277 
Branch banking, defined, 59-60; sup- 
ported by American Bankers Asso- 
ciation, 104; extent of, 105; effects 
of its prohibition, 120-27, 135-36; 
in California, 135-36, 138, 141, 144, 
146; in New York, 139; national 
legislation on, 146; found simpler 
than group banking, 242-43; con- 
trasted in assistance and reciprocity 
with group banking, 243-44; group 
banking as a means of breaking 
down opposition to, 255 ; move- 
ment into position for, a reason 
for bank consolidations, 265, 273; 
devclojiment of, Chapter XVIII; 
problem of, Chapters XIX, XX 
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Branch managers, objections to, an- 
swered, 318-19 

Branches, acquisitions of established, 
a reason for bank consolidations, 
265, 270; types of, 277 
Bremer, O., head of banking chain, 
66-67 

Broderick, J. A., distinguishes be- 
tween group and chain banking, 57 
Brothers, T., banking chain, 66 
Burr, Walter, on rural and urban 
population, 12 

Business, adjustment of banking sys- 
tem to, 13-17 


Caldwell, R., head of banking chain, 
66 

California, prospective domination of 
banking in, by Bank of Amcrica- 
Transamerica interests, 130, 137 ; 
branch banking in, 135-36, 138; lia- 
bility law vs. bank holding com- 
panies in, 246; marking up of bank 
stock prices, for a merger, familiar 
in, 253; reason for bank mergers 
in, 270; effects of McFadden Act in, 
287-88, 289, 291; bank failures in, 
308; not significant as an example 
of risk diversification m State- 
wide branch banking, 309-310; in- 
terest rate lowered by branch banks 
in farming ‘sections of, 312 
Canada, branch banking in, 304-305; 
great mobility of funds in, 309 ; 
tendency toward uniform interest 
rates in, 312-13; no detrimental 
concentration of loans in cities of, 
316; loaning policy of its branch 
banking system, 316-17 ; branch 
managers in, 317, 318; banking 
monopoly vs. price of credit in, 319 
Cantley, S. L., on bank losses, 32 
Capital reserve, recommended item 
for bank holding company accounts, 
158 

Capitalization, objections to setting 
legal minimum, 27-28 
Centralization, banking, without terri- 
torial limitations, proposed and dis- 
cussed, 300-319. See also Concen- 
tration 


Chain banking, differentiated from 
group banking, 54-59; differentiated 
from branch banking, 59-60 ; in 
Northwest, history of, 82-83; in 
South, history of, 81-87; early, in 
New York City, 87-88; early, in 
Wisconsin, 88; disadvantages of, 89; 
current state of, 105-19 ; as a means 
of circumventing branch banking 
restriction, 120-27 

Chain stores, displacing of unit stores 
by, 7-10 

Chase National Bank, takes world 
leadership in resources, 262 
Chicago, attitude of, toward group 
and branch banking, 276 
Chicago Federal reserve district, earn- 
ings and expc'nses in, 38-40 
Clayton Act, ineffective against group 
banking, 175-79; Kern Amendment 
to, 177: a proper limit to freedom 
of holding companies, 194 
Clearing, of notes, rapid under exten- 
sive branch banking system, 314 
Collins, C. W., finds better manage- 
im'iit out of reach 'of small banks, 
50; on meaning of bank merger 
movement, 273 

Commercial and Financial ChronicTe, 
on formation of bank holding com- 
panies, 97 

Commercial Exchange Bank, its crea- 
tion under Bancitaly Corporation, 
137 

Committee on Recent Economic 
Changes, 3; on better management 
for country banks, 50 
Community, advantages of group 
banking to, 232-38; advantages to, 
of connection with an extensive 
branch banking system, 315-16 
Competition, in banking, 11, 15, 46- 
47, 50; encouraged by group bank- 
ing, 127-30, 255 

Comptroller of the Currency, without 
supervisory power over bank hold- 
ing companies, 183-84; his functions 
under McFadden and Beedy bills, 
189-90, 191; supervisory authority 
over Ibank holding companies re- 
commended for, 193-94; urges legal 
provision for national bank con- 
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sol ions, 263-64. See also Pole, 
(Comptroller J. W. 

CV)ne(’ntridion, advisability and mc- 
tlio<l of, the uiitstaiidinK problems, 
Ml, tiend toward, 1-3; in industry, 
3-7; its efT('et on local banking, 7; 
in inen'liandising, 7-10; in banking, 
11; in business, 13-14; outstanding 
types of banking, 64; movement 
tor, in banking has encirele<l 
gl()b(‘, 256-57. Sec (iho Central- 
izat ion 

(Confidence, dangers from loss of, 32 
(Congress, legislation by, on branch 
banking, 146; jiroblcm of legisla- 
tion bv, on group banking, Chap- 
ters XI, XI 1 

(bii.^olidations, defined, 257 
Consolidations, bank. Chapter XVII. 

Scr. ahn (Concentration 
(Continental Securities Company, an 
early bank holding company, 91 
(Control, how oxtTcised by a single 
controlling bank, 74-77; iiK'thods 
of obtaining, 80-81; goviM-nmcntal, 
over banks and bank holding coin- 
l)ani('s, 182-84, 186-87 
(Corporation of Ameriea, its place in 
(bniinmi systems, 141, 143, 146-47 
Country banks, tlioir failure to ad- 
just themselves to changing eondi- 
tions, 15-16, 19-22; high iicrcentagc 
of susiieiisions among, 25-26, 27 ; 
dejiosit guaranty no remedy for 
suspimsions of, 32-33; difficulties of 
many strong, 46; better manage- 
ment imjiraclical for, 49-50. See 
also Small banks, Unit banks 
Credit, suiierior faeilities of, offered 
by group banks, 218-21, 254-55; 
jiower to give, a reason for bank 
consolidations, 265-67, 273; avail- 
ability of, in an extensive branch 
banking system, 315-19 
Crum, W. L., on decreased earning 
power of national banks, 36 
Currency, clastic, under branch bank- 
ing system, 314 

Currency clause, Federal legislation 
under, on group banking, 181-82 
Customs, its influence over interest 
rate, 15-16 


Davidson, C. H., early chain banker, 
83 

Dawes, H. M., on what to do for 
unsound banks, 30 

Dawson, G. W., his sentimental ap- 
peal for unit system, 16-17 

Decker, E. W., on Northwest regional 
group banking, 131-32; on support 
by Northwest Bancorporation of 
ils member banks 

D(])ositor, greater safety of group 
bank for, 236 

Deposits, guaranty of, impractical, 32- 
33; competilion for, 47 

Dirc'ct orates, interlocking, in bank- 
ing, 65-66, 75, 78; interlocking, 
effectiveness of Federal prohibitions 
on, 175-79 

Distance, difficulties brought by its 
abolition, 10-11 

Diversification, becoming impossible 
for country bank, 11; obtainable 
by unit banks through association 
with banking groups, 219; of re- 
sources and business open to group 
banks, 236; of risk, obtained by 
stockholders in strong bank holding 
companies, 239; of risk, obtained 
by branch banks, 309-11 

DowTie, G. W., on effect of branch 
banks on Federal Reserve banks, 
325 

Earning power, decreased, 17; insuf- 
ficient, of small banks, 34-36; de- 
creased, of national State banks, 35- 
38 ; of Transamcrica Corporation, 
148-53; of branch banking systems, 
322 

Eccles-Browning Affiliated Banks, a 
group banking system, 95 

Economic Policy Commission, ob- 
jects to differentiation between 
group and chain banking, 54-55; 
its classification of bank chains, 
64-65; its survey of chain and 
group system growth, 99-102, 115- 
19; refuses to generalize on effects 
of branch banking laws, 126-27 

Economy, advantages of group banks 
in, 228-32, 254; in branch banking 
systems, 321 
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Elasticity, of currency, augmented by 
an extensive branch banking sys- 
tem, 314 

England, branch banking in, 305; 
tendency toward uniform, lower in- 
terest rates in, 311-12 
Examination, of branch banking sys- 
tems, 322-24. See also Supervision 


Failures, excessive number of, 17; 
defined, 18; number of, by States, 

20, 21 ; largely increased by country 
banks, 26; remedy for bank, in 
farming sections, 303-304 ; record 
of, in countries where branch bank- 
ing prevails, 304-306, 308 ; of branch 
banks, 305-308 

Federal Farm Loan Banks, foreclos- 
ures by, 30, 31 

Federal Intermediate Credit banks, 
183 

Federal Reserve bank surveys, 38-42 
Federal Reserve Board, on large per- 
centage of suspensions among small 
banks, 25-26, 27; fails to differen- 
tiate chain and group banking, 54; 
on expansion of bank holding com- 
panies, 98; statistics on bank chains 
and groups, 104-105, 108; on effects 
of prohibition of branch banking, 
126 ; its decision on interlocking 
directorates, 177; powerless to regu- 
late bank holding companies, 184 
Federal Reserve System, bank sus- 
pensions in, by districts, 23-24; sus- 
jiensions of banks inside and out- 
side, 24-25; suspensions of national 
banks and of State banks in, 25; 
retentioii . of membership in, by 
group banks, 221; its resemblance 
to a banking group, 233, 254; mer- 
gers in, 259, 260, 262; effect of 
branch banking on, 324-25; danger 
of group banking to, 325 
Fidelity Trust Company, marking up 
of its stock in exchange for Marine 
Midland Corporation stock, 252-53 
Fiduciary services, development of 
in group banks, 226-27; improved, 
» by a branch banking system, 319- 

21. See also Trust business 


Financial statements, specimen, of 
bank holding companies reviewed, 
159-69 

First Bank Stock Corporation, a 
holding company, 60; control of, 
70; its policy in acquiring bank 
stocks, 72-73; its policy on degree 
of bank ownership, 74; expansion 
of, 107, 110; its competition with 
Northwest and Wisconsin Biincor- 
porations, 127-28: origin of, 128, 
131; forms subsidiary to give in- 
vestment service', 223; conu's to aid 
of depositors iii a cIosjmI bank, 238; 
and Federal Reserve Bank, 325. 

First National-Pcoph's Wayne Group, 
124 

Fust Securities Coriioration, formed 
as subsidiary to h'lrst Bank Stock 
Corporation, 223 

First Security Ckirporation, a holding 
company, 69-70; successor to Ec- 
cles-Browning Affiliated Banks, 95 

First Wisconsin National Bank, for- 
mation of banking group by, 127- 
28 

Fleming, R , on entry of group bank- 
ing into Washington, D. C., area, 
129 

Float charge, a means of increasing 
bank earnings, 48, 49 

Florida land collapse, Manley chain 
failure forced by, 84, 85 

Fluidity, of capital, in a banking 
group, 254 

Foreign trade, expansion of, a reason 
for bank consolidations, 265, 270-71 

General Motors, earning power com- 
paied with that of national banks, 
36-37 

Giannini, Dr. A. H., joint organizer 
of Transamorica Corporation, 134; 
made president of East River, Na- 
tional Bank, 137 ; in Bank of Amer- 
ica, N. A., 142 

Giannini, A. P., organizer of Trans- 
america Corporation, 134; declines 
(1911) to move East, 136; his rea- 
sons for forming Transamorica 
Corporation, 140; on trust service 
in Bank of Italy, 320 
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Glass, C., his position on branch 
banking, 329 

Goldman baohs Trading Corporation, 
and investment trust, 62, 79; ac- 
tivities of, 78-79 

Goldsborough bill, for regulation of 
bank holding companies, 189, 190- 
91 

Goodwill, an item for the bank hold- 
ing company balance sheet, 156, 
164, 170 

Graiidin Investment Company, an 
early bank holding company, 91 

Grimsley, A. M., banking chain, 66 

Group banking, problems presented 
by, 52-53; dilferentiated from chain 
banking, 54-59; differentiated from 
branch banking, 59-60; list of 
metropolitan banks venturing into, 
76; origin of present form of, 95- 
98; growth of, 99-102; current state 
of, 105-19; as a means of circum- 
v(>nting branch banking restriction, 
120-27; stimulated by competition, 
127-30; not regulable under com- 
merce clause of Constitution, 172- 
73; supervision of, impossible 
through federal taxation, 173-75; 
Federal supervision of, impossible 
under the Clayton Act, 175-79; pro- 
hibited in West Virginia, 205; re- 
solution for investigation of, de- 
feated in Massachusetts Legisla- 
ture, 206; advantages of, Chapters 
XIV, XV ; disadvantages of. Chap- 
ter XVI; movement into position 
for, a reason for bank consolida- 
tions, 265, 273; a danger to Federal 
Reserve System, 325; effect of 
branch banking without territorial 
limitation on, 327 

Guardian Detroit Union Group, re- 
quires complete ownership of 
banks, 57; its policy in acquiring 
banks appraised, 72 ; growth of, 
107, 124 

Hammond, T. O., on greater safety 
to depositor of group bank, 236 

Hannah, A., his bank holding com- 
pany the first, 90 

Hanson, 0. S., banking chain, 66 


Hazlett, I., banking chain, 66, 92 
Hazlewood, C. B., on bank earnings, 
37-38; against differentiations be- 
tween group and chain banking, 
55; on the future of group banking, 
120-21 

Ilecht, R. S., on competition in bank- 
ing, 129-30 

Ilelgerson, M. S., founder of an early 
bank holding company, 91 
Hendrix, C., calls better management 
impractical for country bank, 49 
Holding companies, in public utility 
field, 7; largest financial, 134; con- 
trasted in accounting methods with 
bank holding companies, 158; rail- 
road, in like case with bank holding 
companies as regards Federal su- 
pervision, 187-89. See also Bank 
holding companies 

House Committee on Banking and 
Chirrency, its hearings on group 
banking, 117 

Idaho, largest proportion of chain 
and group banks, 108 
Illinois, ratio of bank net profits to 
invested capital in, 42-43; status 
of bank holding companies in, 210- 
11 

Iin])licd powers clause, Federal legis- 
lations under, on group banking, 
180-81 

Income statement problems, of bank 
holding companies, 158-59 
Indiana, bunking conditions in, 45, 
46 

Industries, local, advantage to, of 
group banks, 218-19, 254; large, 
credit demands of, a spur to bank 
consolidations, 265-67 
Industry, concentration in, 2-7; ex- 
pansion in, 13-14 

Insurance, savings in, to group banks, 
231-32 

Insurance companies, entrance of into 
field of group banking, 77-78; affili- 
ated with Transamerica Corpora- 
tion, 140, 141, 143-44, 147, 148, 149 
Interest, uniform rates of, facilitated 
in extensive branch banking sys- 
tems, 311-13 
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Intorstale Equities Corporation, for- 
mation of, 142-43 

Investigations, of banking concentra- 
tion, 329, 330 

Investment, safety of, in bank hold- 
ing company, 239 

Investment bankers, entrance of into 
group banking, 80; competition of 
banking groups felt by, 222, 224-25 
Investment corporations, control of 
banks by, 78-79 

Investment policy, advantage in, of 
group banks, 221-22, 255 
Investment service, of branch bank- 
ing s>’stcms, 319-21 
Investment trust, defined, 62-63; 
Goldman Sachs Trading Coipora- 
tion best examples of, 79; develop- 
ment of, 117, 142, 143; contrasted 
m accounting niethods with bank 
holding company, 158 
Iowa, banking conditions, in, 21, 32, 
43-44; status ot bank holding com- 
lianies in, 211; State Supreme Court 
ruling on liability of “trustee” 
stockholders in banks, 246-47 

Joint Stock Lund Banks, farms ac- 
quired by, 30 

Jonas, It., sells Bank of America to 
Giannini interests, 138-39 

Kemper, J. M., head of banking 
chain, 66 

Kentucky, status of bank holding 
companies in, 211 

Kidder, Peabody & Co., active in 
banking concentration, 80 

Legislation, .I'ederal, on group bank- 
ing, problem of, discussed, Chap- 
ters XI, XII 

Liability, double, and the bank hold- 
ing company, 245-48 
Liberty Bank of America, its acquisi- 
tion by Bank of Italy, 135 
Limitations, legal, on use of word 
bank or any derivative, 60-62 
Liquidation, government encourage- 
ment in, only help for unsound 
banks, 29; enforced, effects in coun- 
try banks, 31-33 


Loaning policy, in Canadian branch 
banking systems, 316-17; in Bank 
of Italy branches, 317 

Loans, competition for, 47; collateral 
and iiromissory, by branch banks, 
315; no detrimental concentration 
of, in Canadian cities, 316; no de- 
lay in Canadian branch banking 
s\htcm in passing on, 317-18 

Logan, S. H., denies detrimental con- 
centration of loans by Canadian 
bmnch banking system, 316 

Lord, R. O., on Guardian Detroit 
Unions Group policy in acquiring 
banks, 72 

Losses, more effectively handled by 
large banks, 51 

Lonrsiana, status of bank holding 
companies in, 212 

lainenscliloss, L. I., on group specula- 
tion in bank stocks, 251 

Mi-tAiiiley, H. A., group, failure of, 
2 19-50 

McFadden Act (1927), effects of, 97, 
121, 135-36, 177, 179'; provision of, 
for bank consolidations, 265; its 
(h'tinition of “branch,” 277; its 
lailure to settle branch bank ques- 
tion, 283-89, 325 

McFadden amendments, a failure, 1 

McKadden bill, for supervision of 
bank holding companies, 189-90, 
191, 192 

Management, better, an impractical 
s(Jution for country bank prob- 
lems, 49-51; continuity of good, 
group and country banks compared 
as to, 239; danger of inexperienced 
or dishonest, to banking groups, 
248-50 

Manley, W. D., his management of 
banking chain, 84, 85-87 

Manley chain, failure of, 84, 85-87, 89, 
219, 307. »Sce also Witham chain 

Manufacturers, compared with bank- 
ing resources, 14 

Marine Bancorporation, 60; forma- 
tion and character of, 96; its survey 
of chain and group system growth, 
99, 102; forms subsidiary to give 
investment service, 224; bonding of 
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employees in member bunks of, 
231-32' 

M.iiiiie Midhiiid Corporation, organ- 
ization and policy of, 73-74; econ- 
omi(‘s by member banks in, 228-29; 
merging of Fidelity Trust Coin- 
l)any witli, 252-53 

Marine Nalional Company, formed 
as subsidiary for investment ser- 
V ice, 224 

Massachusetts, resolutions for inves- 
tigations of group tianking dc- 
feati'd in Legislature of, 20G 

Merger, detined, 257 

M(*igeis, early bank in Italy and 
Scotland, 257-58, bank, befoie 1915, 
258, 200, in Ki'deial Ui'si'rve Sys- 
t('m, 259, 2G0, 2G2; reasons tor, 2G5- 
75 

M(‘tropolitan banks, adaptability of, 
15; causi's of tli('ir (U'vi'loinneiit, 
IG, suspi'iisions by, 2G, 27 

Michigan, banking conditions in, 44- 
45, legal status of bank holding 
companies in, 204-205 

Minnesota, chain banking extensively 
developed in, 108, 117, bank hohl- 
ing companies m, 127, legal status 
of bank holding coinpanu's in, 203- 
204 

Miller, A., on saving to giouji banks 
in bond purchases, 230, on dangers 
of bancorporation speculation iii 
bank stocks and other sei'untics, 
251-52 

Mississijipi, failure record of units vs. 
blanch banks in, 308 

Mobility of funds, in bianch banking, 
309-14 

Monopoly, no dangiT of, in credit 
under unlimited branch banking, 
319 

Morris Plan banks, competition of 
branch banks with, 315 

Mortgage Securities C'o., an early 
bank holding company, 92; wreck- 
ing of, 218-50 

National Bank Act, no provision in, 
for bank consolidations, 263-64; 
branch banking retarded by, 279- 
81 


National Bankitaly Company, forma- 
tion of, 140, 146, 147 
National banks, suspensions of, 18, 
20, low earning power of many, 
34-38; discussion of prohibitions 
on, H'lative to group banking, 175- 
79; consolidations of, provided for 
by Congress, 264; branch banking 
by, 279-81, 283-89; liberal branch 
banking iiru lieges would strengthen, 
325-26 

National Republic Bancorporation, 
origin of, 128-29 

N(‘biask.i, legality of bank holding 
comiiaiiy in, 213-14 
Neville, J. K., on reconstruction of 
a local bank in dillicultics by 
Noit Invest Bancoriioration, 237 
New J(‘rs(‘y, its laws on bank holding 
compaiiK's, 201-203 
N('w M('\ico, status of bank holding 
coinpaiiK'S in, 209-10 
New York, State* with most resources 
controlled by chains and groups, 
117, early h'gislation in, on chain 
banking, 195 , leads m branch bank- 
ing, 282 

New Voik City, early chain banking 
111 , 87-88; d('\ elopment of banking 
institutions in, 262-63 
N('w York Federal reserve district, 
eainings and expenses in, 40-42 
North Dakota, early scene of chain 
banking, 83 

Northwest, bank holding companies 
in, 70; early cliain banking in, 82- 
83; early bank holding companies 
in, 91-93; competition among bank 
holding com]ianies in, 127-28; 
growth of group banking with re- 
gional consciousness in, 130-32 
Northwfvst Bancorporation, defines 
group banking, 57; control of, 70; 
its method of acquiring banks ap- 
praised, 71, 73; its policy on degree 
of bank ownership, 74; takes Union 
Investment Company as affiliate, 
90; expansion of, 107, 110, 112; its 
competitions with First Bank Stock 
Corporation and Wisconsin Bancor- 
poiation, 127-28; origin of, 128, 131- 
32; its entrance into underwriting 
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and distribution of securities, 223- 
24; bonding of emiiloyccs in mem- 
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